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EDITORIAL COMMENT 
MEXICAN “EXPROPRIATION” 


ONTROVERSY between Mexico 

and the United States in regard to 

the “expropriation” by the Mexi- 
can Government of land belonging to 
citizens of the United States is of far 
greater importance than .the small 
amount involved in the dispute. In the 
matter of the “expropriated” oil prop- 
erties the sum involved was much 
larger, but in both cases the principle 
is the same. It relates to the taking over 
of property without reasonably prompt 
and adequate compensation. Judging 
by what has happened in regard to lands 
heretofore “expropriated” by Mexico, 
the prospect for such compensation is 
by no means encouraging. 


But this whole question is of much 
greater importance than the amounts 
involved in both the land and oil “ex- 


propriations.” For if a policy which 
amounts to practical confiscation of 
foreign investments in Mexico is to be 
accepted, it may jeopardize all capital 
which one country supplies to another, 
provided the debtor country should seek 
this method of avoiding its obligations. 

In the past it has been considered 
advantageous both to the lending and 
the borrowing countries to use this 
means of giving employment to capital. 
Lately, owing to unfortunate develop- 
ments in regard to foreign investments, 
the benefits of the policy have been 
challenged. 

While conceding that the benefit ac- 
cruing from foreign investments, so far 
as regards the future, may be a subject 
of debate, it would seem that no ques- 
tion whatever should arise as to the 
sanctity of obligations already. existing. 

he disposition of countries much 
stronger economically than Mexico to 
regard their obligations rather jauntily, 
does noi alter the realities of the situa- 


tion. A breaking down of international 
confidence -is something not to be 
lightly regarded. 

As relates to the oil controversy with 
our southern neighbor, it is the feeling 
of the Mexican Government that too 
much of the country’s mineral wealth 
has been drained away, and that Mexico 
has not had her due share of the vast 
stores of wealth lying beneath the soil. 

The oil situation in Mexico, as it has 
existed in the past, is thus described in 
an article appearing in the March, 
1938, Review, issued by the Mexican 
Ministry of Finance: 

“For a series of well-known reasons 
—-scarcity of national capital, lack of a 
spirit of enterprise among Mexican 
capitalists, etc—foreign enterprise con- 
trols the petroleum industry. Of the 
capital invested in that industry, 95 per 
cent. is foreign, principally English, 
Dutch and American, and only 5 per 
cent. Mexican.” 

Considering the lack of national capi- 
tal and of the spirit of enterprise 
among Mexican capitalists, doubts may 
be expressed as to the wisdom of the 
policy of “expropriation.” Still, the 
right of the Mexican Government to take 
over the country’s oil properties would 
seem to be beyond question. But the 
right of the ownefs of the properties 
taken over to receive just and fairly 
prompt payment for their properties is 
equally beyond question. 

This .controversy is of concern not 
alone to the American, British and 
Dutch investors in Mexico. It is of 
equal and perhaps greater concern to 
all‘countries where outside capital may 
be employed to mutual advantage. For 
should it become evident that foreign 
capital may be subject to what prac- 
tically amounts to confiscation, its flow 
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into other lands would be greatly re- 
stricted or cease altogether. Those 
countries in need of outside capital, and 
which have heretofore invited and wel- 
comed it, could not regard such a de- 
velopment with any degree of satis- 
faction. 
© 


THE SLOW PACE OF RECOVERY 


ITH the approach of Autumn 
there are signs of a slight revival 

in business, though thus far the pace 
is slow. Encouraging features in the 
situation are reductions in inventories 
and a more than seasonal upturn 
in automobile sales. In the building 
industry the results are disappointing, 
and the expansion of banking credit, 
considered as an invariable accompani- 
ment of business recovery, is not taking 
place. Still, there are enough indica- 
tions to warrant the conclusion that the 
low point of our most recent depression 
was reached some two months since, 
and that a slow recovery is in progress. 
That recovery is taking place is gen- 
erally recognized, but much diversity 
of opinion exists as to its soundness 


and duration. There are, evidently, two 
forces operating to produce recovery: 
the gap which every depression leaves, 
and which in time must be filled; and 
the stimulation afforded by the huge 


public outlays. Most people will re- 
gard the first force as sound, while more 
or less skeptical as to the second. It 
is admitted that the stimulus afforded 
by public spending is artificial; but it 
may be that this artificial support will 
provide the impetus that will set the 
economic machine in motion and keep 
it on the move thereafter by its own 
released powers. 


10) 
INVESTMENT BANKS 


FLLSEWHERE in this issue of THE 
Bankers Macazine, Dr. A. Philip 
Woolfson raises a new question in re- 
gard to our banking organization. He 
suggests that possibly, in the endeavor 
to separate commercial and investment 
banking, resort may be had to a law 
for the incorporation, under Federal 
charter, of investment banks. 
While both in the Banking Act and 
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in the National Securities Act invest. 
ments are brought under a considerable 
degree of regulation, it may be re. 
garded as somewhat remarkable that 
the Federal Government, in its zeal to 
protect investors, has not provided for 
the chartering of Federal investment 
banks. 

There hardly seems any other phase 
of banking which has escaped the atten- 
tion of Congress. Should this apparent 
oversight be corrected, the name “bank” 
could hardly be appropriately employed 
in this instance. For, strictly speaking, 
investment concerns are not banks, 
though those engaged in the business 
are customarily referred to as “invest- 
ment bankers.” 

By many students of banking, the 
separation of commercial and _ invest- 
ment types of operation is regarded as 
highly desirable. Whether they would 
look with favor on effecting this separa- 
tion by providing for the Federal in- 
corporation of all investment concerns, 
is not known, nor is it known how in- 
vestment dealers themselves would look 
on such a change. 


© 
PROLIFIC ECONOMIC PLANNING 
[DEPRESSIONS are always productive 


of plans for reconstituting the eco- 
nomic machine in a manner to avoid 
castastrophes in the future. And the 
present slump has proved no exception, 
From all quarters these plans come gen- 
erally in the shape of thick volumes, 
but now and then as modest pamphlets. 
Usually, the proponents of the plans 
have a childlike faith in their efficacy. 
Adopt the ideas these plans contain, and 
most of our earthly troubles would 
cease. 
In “The Traveller,” by Oliver Gold- 
smith, these lines occur: 
How small, of all that human hearts el- 
dure, 


That part which laws or Kings can cause 
or cure. 


But the most hidebound of the con 
servatives was Montaigne, who says, 0 
his Essays: 

Of our laws and customs there are many 


that are barbarous and monstrous; never- 
theless, by reason of the difficulty of 


THE- BANKERS. MAGAZINE for September, 1938 








On August 6 this Bank “cele- 
brated” its 135th Anniversary. 


Credit for this record of 
achievement belongs quite as 
much to the loyalty of those 
we have been privileged to 
serve as to the soundness of 
management we have fortu- 
nately enjoyed. 


And so we have observed the 
day with no other ceremony 
than the continued operation 
of a service that long experi- 
ence has tempered to meet the 
most exacting need. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$39,000,000 


Member of Federal Deposit Insurance Corporation 
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reformation, and the danger of stirring 


things, if I could put something under to 
stop the wheel, and keep it where it is, I 
would do it with all my heart. 

The worst thing I find in our state is its 
instability, and that our laws, no more 
than our clothes, cannot settle in any cer- 
tain form. It is very easy to accuse a gov- 
ernment of imperfection, for all mortal 
things are full of it. It is very easy to 
beget in a people a contempt of ancient 
observances; never a man undertook it but 
he did it. But to establish a better regimen 
in the stead of that which a man has over- 
thrown, many who have attempted it have 
foundered. 


But for the extreme of conservatism 
one must recall the requirement of the 
Thurians, that he who should come into 
their assembly with a proposal to 
amend an existing law, or to offer a 
new one, must present himself with a 
rope around his neck as an evidence of 
his willingness to be hanged if the 
change should not accomplish what he 
claimed for it. Such a requirement is 
one that the modern legislator would 
hardly dare risk. 

Our economic planners overlook. one 
element really vital to the successful 
working of their plans—the individuals 
who are to be affected by them. Could 


their actions be predicted with any de- 
gree of probability, we might reach a 
better understanding of how the new 
schemes would work. 


© 


SOUTH AS AN ECONOMIC 
PROBLEM 


ATHER a discouraging picture of 

conditions in the Southern States is 
drawn in the recent exhaustive report 
of the National Emergency Council. 
While there is a geographical section of 
the country known as the South, as 
there is the East, the Middle West and 
the Pacific Coast, the fixing of attention 
on any particular section of the coun- 
try, to the exclusion of others, whose 
problems may also be quite serious, is 
hardly calculated to tend to the. nation- 
wide prosperity, which is, after all, of 
chief concern. 

That the South, with its vast extent 
of territory and: immense natural re- 
sources, combined with a high per- 
centage of native-born Americans, 
should lag behind the rest of the coun- 
try—if that is actually the case—is a 
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matter of deep interest, not to the South 
alone, but to other parts of the country. 

It is impossible, in any amount of 
reasonable space, even to summarize 
the very lengthy report of the National 
Emergency Council. Some of its facts 
are less significant than appears on the 
surface. For example, in contrasting 
the wages received in Southern indus- 
try with those in the North, the dollar 
sign is used. But real wages are what 
the dollars will buy. 


In comparatively recent years there 
has been a large migration of the cotton 
industry from New England to the 
South. This movement may be ac- 
counted for in a variety of ways. Obvi- 
ously, it is advantageous to the cotton 
mills to be near the source of their raw 
material. Then there -were advantages 
of fewer labor troubles and lower 
taxes. But one reason why New Eng- 
land lost a large share of her cotton 
industry to the South was that the New 
England States could not supply their 
workers with food without importing it 
from other states. In this respect—that 
of the production of. food—the South 
occupies a fortunate position. And 
food constitutes no small part of real 
wages. 

Considering that there are important 
manufacturing interests in the South 
that welcome protection, it is doubtful 
if they will agree with that part of the 
report which says that “An equally 
serious deterrent to the South’s eco- 
nomic development has been the nation’s 
traditional high tariff policy.” | 

With its great resources and favorable 
climate, why has the South not made 
greater progress than appears in this 
report? Is it because those formulating 
the report have used Rembrandtish col- 
ors only? Could not a survey of the 
actual progress made by the South 
present a picture of astonishing prog: 
ress in the last quarter century? 

To the extent that the conditions pre- 
sented in the National * Emergency 
Council’s report are accurate, and are 
susceptible of remedy, the report is to 
be welcomed. Alike survey of the en- 
tire country would probably reveal that 
other sections have problems hardly 
less serious than those the report 
ascribes to the South. 
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Are personal loans departments 
profitable ? 


By Witu1aM G. SUTCLIFFE 


ANKERS engaged in the personal 
loan business have only one sure 
way of knowing how much their 

customers must pay for the service if 
personal loan departments are to be 
profitable. That is to set up careful 
systems of cost accounting, taking into 
consideration every expense, however 
trifling. This care is especially im- 
portant in view of the possibility that 
the personal loan business may develop 
a momentum of its own and soon ex- 
ceed any limits within which a banker 
thinks he can operate without adding 
personnel or equipment. 

For those bankers who have not as 
yet begun operations in personal loans, 
or those who are unable or unwilling 
to install cost accounting systems, there 
is another way by which estimates of 
probable costs may be made. 

Banking departments in about half 
of the states are already gathering and 
compiling detailed figures on one or 
more types of small loan agencies. Such 
data can be used to suggest the types 
of expenses personal loan departments 
may be expected to meet. A banker 
would do well to study reports from 
his own state so that he may have a 
fair knowledge of operating conditions 
in his section of the country. 

As an example of what may be ex- 
pected, and to give data that will most 
nearly correspond to conditions in 
banks, a table has been compiled from 
reports of the State of Massachusetts 
on Morris Plan companies or industrial 
banks. Expense figures given by the 
Commissioner of Banking have been 
expressed here as a percentage of total 
annual loan volume. From them a 
banker may estimate how much of the 
6 per cent. or other charge which he 
asks on his:loans will have to be ex- 
pended on dpetating’ costs. The data are 


dl the year ending on September 30, 
vi. 


Most states do not make separate re- 
ports on loans of $300 or less for in- 
dustrial banks. The fact that Massa- 
chusetts does so makes its data better 
for this purpose, for survéys .of per- 
sonal loan departments indicate that 
the average transaction is such ‘as to 
come well within this limit. ' 


This is the second article on 
this subject by William G. Sut- 
cliffe, who is director of the grad- 
uate division of the College of 
Business Administration at Bos- 
ton University, and also a mem- 
ber of the advisory committee of 
Consumer Credit Institute of 
America, Inc. 


As the table indicates, industrial 
‘banks spend on operations approxi- 
mately 7 per cent. of the amount of 


loans made. According to the Com- 
missioner’s report, after meeting these 
expenses they have less than 4 per cent. 
of average employed assets for profit. 

Their charges, under the laws of 
Massachusetts, vary with size and type 
of loan, and may range from what, 
when translated into the usual dis- 
counts, amounts to anywhere from 6 
to 18 per cent. a year. Commonly, 
however, industrial banks - over the 
country ask annual discount rates of 
from 6 to 8 per cent. and further in- 
crease their total income by substantial 
fees for investigation. 

The plan under which industrial 
banks operate more nearly approxi- 


~mates that used by personal loan de- 


partments than that of any other small 
loan agency. Banks will have nearly 
all the expenses that these lenders have. 


-Some costs, however, may not be quite 


so large for banks. Rent, for instance, 
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may be somewhat less because of the 
convenience of having other depart- 
ments of the bank under the same roof. 
State taxes may, in some states, be less 
because of license fees which a bank 
may not have to pay. Official salaries 
may be smaller because of their spread 
over several departments. Advertising 
may, or may not constitute a smaller 
cost, depending on the policy of the 
bank, and the need for this method of 
obtaining borrowers. All other costs 
should approximate those of industrial 
banks; and even those which can be 
reduced, can hardly be wholly elimi- 
nated. 


In the past some bankers have over- 
Iboked many of these items of expense 
in the belief that personal loans could 
be handled without adding any per- 
sonnel or equipment. In that case they 
have assumed that all the money taken 
in, with the possible exception of a 
teller’s salary, was pure profit. This 
may be a correct attitude for a bank 
to take so long as its personal loan de- 
partment is small. But, if the service 


is to be of any real value to the com- 
munity, the department will probably 


not remain small for long. Later it 
will require supervision from one or 
more officers; it will cost more in 
salaries than is paid to tellers alone. 
The fact that payments are accepted as 
monthly installments necessarily means 
that there will be much more clerical 
work required on each personal loan 
than on each commercial loan. When 
these costs are looked on as a percent- 
age of loan volume, they quickly as- 
sume astounding proportions. 

There are some states that have no 
provision for commercial small loan 
agencies. There are others where the 
banking departments do not compile 
and publish data regarding them. But, 
even in such states, banks may have re- 
course to data on the operations of 
credit unions. If the state does not 
publish such data, the Farm Credit Ad- 
ministration does so for such of the 
credit unions as are under its super- 
vision, 

Credit unions do not offer as close a 
parallel to the personal loan depart- 
ment as do industrial banks. Never- 
theless, their operations can throw some 
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Operating Costs of Morris Plan Companies 
in Massachusetts on Loans of $300 or 
Less as a Percentage of Total 
Loans Made During 1937 

Advertising ~ 

Auditing ie 

Bad Debts and Reserve for Debts.... 0.60 
Depreciation on Furniture 

Semity, Waemenses soi. os ck ai heniewes 0.33 
Insurance and Fidelity Bonds 

Legal Fees and Disbursements 

Postage and Express 

Printing, Stationery, etc 

Rent 


Supervision and Administration 

State and Local Taxes and Licenses. .., 0: 
Federal Taxes...... 

Telephone and ‘Telegraph 


light on the banker’s problem. But, it 
must be remembered that credit unions 
have much lower operating costs than 
any other consumer loan agency, in- 
cluding personal loan departments. By 
law they are freed from the payment 
of taxes. By nature they are nearly 
free of the usual cost of salaries. They 
seldom have to pay for rent, equipment, 
or overhead business costs. These 
things are usually borne by the parent 
organization within which the credit 
union has developed. 

Even so, the more than 2000 credit 
unions included in the report of the 
Farm Credit Administration for 1937 
made average profits on their invest- 
ment, before interest, of less than 4 per 
cent. Credit unions charge 1 per cent. 
a month simple interest, ordinarily. 
Some of them charge approximately 
this rate as a 6 per cent. annual dis- 
count. Owing to their codperative 
nature, their expenses for investigation 
and collection are small to the vanish- 
ing point. 

From their income they hope to pay 
dividends to members of 6 per cent. a 
year. Many pay less, some pay noth- 
ing at all. Only a few have more pro- 
ductive incomes, in which case they 
commonly reduce charges on _ loans 
rather than further increase dividends. 
In 1937 only 68 per cent. of the Federal 
credit unions reported having paid any 
dividends at all. 
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At the present time banks have gen- 
erally set a precedent for themselves. 
Their most usual discount rate is 6 per 
cent. a year. Some add fees; many do 
not. In some states banks are pro- 
hibited by law from asking fees in ad- 
dition to the discounted charge. There- 
fore, according to the experiences of 
industrial banks and credit unions, 
banks may be spending all they are 
collecting from personal loan depart- 
ments in order to maintain the service. 
They may even be spending more than 
they take in. 

Even if banks do have somewhat 
smaller expenses than industrial banks, 
it is scarcely possible that their costs 
are lower than those of credit unions. 
In any case banks are probably ac- 
cumulating total expenses for personal 
loan operations that run from 5 to 6 
per cent. of the amount loaned if op- 
erations are held down to an economical 
and efficient basis. Otherwise costs may 
be considerably larger than this. 

While most bankers like to feel that 
they are capable of as great efficiency 
as any loan company could attain, the 
fact remains that the consumer small 


loan business is not the banking busi- 
ness as it has been known and and con- 


ducted in the past. Consumer loans 
require a different technique. Loan 
companies have learned through years 
of experience how to dispense small 
loans to consumers on an economical 
basis. It may be some time before 
banks have adapted their methods to 
as high a degree of efficiency in this 
same field. 

It is a noteworthy fact that banks 
gave little attention to this type of in- 
vestment until money rates began to 
decline. Then, when there were funds 
that commerce and industry could not 
absorb, the personal loan department 
took on certain attractions for bankers. 
What will happen to personal loans 
when these conditions reverse them- 
selves? Or, for that matter, what will 
happen to banks depending on per- 
sonal loan profits if gratifying net in- 
comes do not soon materialize from this 
business? Either personal loan depart- 
ments must carry themselves profitably, 
or they must be carried by some other 
more profitable phase of banking. 
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There are bankers who believe their 
personal loan departments will become 
profitable the moment they have at- 
tained some considerable size. But, 
will they? Experience also shows that 
with increasing volume there may also 
be increased personnel and added 
equipment. Indeed, other lenders have 
found that personal loans are handled 
most profitably only within narrow 
limits. There is a boundary at the top 
as well as at the bottom if profits are 
to be had. 

If the long experience of the lend- 
ers who have been operating under the 
supervision of state banking depart- 
ments for over a quarter century means 
anything, banks may find it necessary 
to make some adjustments. To give 
permanence to their personal loan busi- 
ness they may find it necessary to con- 
fine it to larger loans than they are 
making at the present time. This is, 
to an extent, what some industrial banks 
are doing. The average will have to 
be kept high if charges are to be kept 
down. The essential costs in this busi- 
ness are closely related to the number 
of loans handled. Total dollar volume 
of loans has less significance. Money 
costs are but a small part of total ex- 
pense. But loan cost is an important, 
and a fairly fixed amount. It makes 
little difference whether a bank is lend- 
ing fifty dollars or five hundred. In 
either event the costs of investigation, 
collection, servicing and overhead will 
be about the same. But income -will 
be only. one-tenth as much on the $50 
loan as on the one for $500. 

Of, if banks prefer to continue with 
the smaller loans, they may find it 
necessary to adjust by either increasing 
their discount charges, or by adding 
fees in sufficient amount to cover all 
operating and interest costs and leave 
a small profit to the bank besides, Fees 
and charges may be adjusted, as is al- 
ready being done by some banks, so 
that higher charges will be made on 
those loans which are more expensive 
to carry than on the less expensive ones. 

Unless banks adopt some such pro- 
cedure, personal loan departments may 
not be profitable. Or, what is worse, 
they may act as definite drains on bank 
resources. The mere fact that this busi- 
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ness does not. ordinarily result in sig- 
nificant outright losses of principal, 
need not mean that it is not subject to 
financial losses through operating costs, 
which the bank can ill afford to take. 

Not a few bankers have indicated to 
Consumer Credit Institute of America, 
Inc., that they believe they can afford 
to give a service at a loss if.there is a 
proportionate return in the way of 
newly acquired good will. Some of 
them, however, have changed their 
minds about the ability of personal loan 
departments to be satisfactory. in that 
respect. - 

In any case, good will is not neces- 
sarily an adequate substitute for mone- 
tary profits; nor is it an adequate con- 
solation for financial losses. The bank 
which looks on its personal loan de- 
partment as a part of its regular busi- 
ness will probably come to expect of 
it what it expects of all other depart- 
ments. If any service given by the bank 
is of value to the public, there will be 
little argument from that public over 
reasonable, charges. Indeed, the public 
may prefer paying enough to cover 
costs rather than risk impermanence 
for a truly valuable bank service. 
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THE RAILROAD STORY 


Reprinted by special permission of The 
Saturday Evening Post, copyright, 1938, by 
the Curtis Publishing Company. 


HIS is a tabulation of the railroad 

mileage operated by receivers or 

trustees, in relation to the total 
mileage: 


Dec. 2.19% 
4.99 
16.24 
26.87 
29.71 


30.67 


75,118 
77,560 


This is the record of cars loaded with 


revenue freight for the first twenty- 
three weeks of each of these years: 


) Ae 11,550,184 


This is the average revenue, per ton 
mile and per passenger mile, for the 
first quarter of these years: 


Passenger 
Mile 
3.12¢ 
2.94 
2.46 
1.89 


Date Ton Mile 
Be dstceinttkenboncsen 1.268¢ 
SSRI 1.059 
WE Scns kat 1.044 
BM siscsckcacdassostc 0.990 


This shows taxes paid by railroads 
in relation to operating revenues since 
1929, stated in millions: 


Percentage 

Taxes of Revenues 
$397 
304. 
250 
237 
326 
1938(3 mo.) 813 85 


Revenues 
$6,280 
4,188 
a 3,095 


Year 


This is the record of average earn- 
ings of railroad employees per hour on 
duty; excluding executives, officials 
and staff assistants: 


1008 (3 wes.) 3 17.7 


This is a comparison of railroad 
interest due and interest paid, stated in 
millions. 


Paid Not Paid 


$483 $15 
475 27. 
465 37 
430 70 
392 80 
367 102 
340 110 
344 102 


Year 
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THE DECLINE OF THRIFT 


Return to the gold standard urged as only means 
of overcoming the toll of obsolescence 


By Georce K. McCaBe 


UST as we still cling to the belief 

that we are the wealthiest nation, 

so we complacently think that the 
accumulation of capital will take care 
of itself. In fact, many of us have 
adopted the thesis that too much is 
saved. Actually, there has been an 11 
billion dollar annual deficiency in the 
supply of new capital in recent years. 
Low interest rates, and the rapid ab- 
sorption of the very occasional issue 
of securities have blinded us, although 
more than one candid visitor from 
abroad has been surprised by the gen- 
eral shabbiness of our housing, our 
cheap apparel, and the multiplicity of 
antique automobiles in circulation. How- 
ever, these are merely the surface in- 
dications of the New Poverty, the result 
of nine years of subnormal production, 
and subnormal saving. This is clearly 
indicated by the decline in new life in- 
surance written this spring—23 per 
cent., in contrast to the buoyancy of 
retail trade. 


Thus, while thrift decays, the need 
for new capital is greater than ever be- 
fore; we are profligate as ever in the 
use of capital. For example, before the 
tracks of the abandoned street railways 
of our cities have been ripped up, the 
busses which made the railway obsolete 
have themselves become outmoded be- 
cause streamlined, clutchless Diesels are 
the rage. Similarly the demand for 
faster, more flexible freight transporta- 
tion has made a third of the twenty- 
two billions invested in steam railrdads 
useless. So too, the gas company inan- 
agement is driven to distraction to save 
the gas range from the museum as the 
electric stove threatens to obsess the 
housewife. If we add to these well- 
known instances of premature death, 
the routire losses of capital in small 
business, the picture is dark, indeed. 
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One-fifth of the small enterprises fail 
every year; the recovery by the -credi- 
tors averages about seven per cent. of 
their claims. Then again our cities are 
fringed with the half realized dreams of 
the realtor: subdivisions long since re- 
claimed by nature. 

More constructive but nevertheless a 
heavy drain on the national capital 
fund is the growing tendency of the 
urban population to shift to the su- 
burbs. As a result every metropolis 
is scarred with blighted areas; the 





In this article the forces mak- 
ing for a decline of thrift are 
considered and the author 
reaches the conclusion ‘that a re- 
turn to the Gold Standard is the 
only proper solution. Dr. Mc- 
Cabe is Professor of Finance at 
the University of Ohio. © 





abandoned public utility facilities, 
streets, and sewers there are all being 
duplicated on the edge of town. 

Furthermore, the increasingly rapid 
rate of change in industry makes for a 
higher rate of obsolescence for all capi- 
tal goods, witness the collapse of ‘the 
chaih store before the attacks of the 
super market. Another indication’ of 
the ruin necessarily in the wake of 
rapid progress is afforded by the strik- 
ing of 230 railroad bond issues’ from 
the legal’ list in New York only 12 
years after railroad receipts made ‘an 
all-time record. As a consequence of 
the conjunction of these two forces, 
lessened saving power and greater po- 
tential demand for new capital, the 
vitality of the middle class proclivity 
to savé°is’ of vital social and economic 
importance; ie ie 
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The repercussions of recent changes 
in the economic system make fantastic 
our assumption that this problem will 
care for itself. For one thing, savings 
deposits are nowhere near the prosper- 
ity figure; a loss of about 15 per cent. 
has occurred. Similarly, the growth of 
the life insurance business has not 
shown the old vitality. The amount 
of ordinary and group life insurance 
written and paid for last year was 25 
per cent. below 1932, although the 
number of policies has increased a 
trifle. Furthermore, the persistence of 
the casual attitude of the Administra- 
tion toward the imminent bankruptcy 
of 65 per cent. of the steam railroads 
may well retard the restoration of the 
insurance business, despite the fact that 
the major companies have only 11 per 
cent. of their assets in railway securi- 
ties. 

Again, from the general or social 
point of view the outlook for abundant 
supplies of new capital in the near 
future is unpropitious. The 37 billion 
national debt represents no capital 
accumulation except for the public im- 
provements incident to “pump prim- 
ing.” What this means may be seen 
from the fact that the national and mu- 
tual savings banks have 101% billions 
of Federal debt among their assets as 
contrasted with only 2%4 billions ten 
years ago. In other words bank assets 
are made up largely of claims against 
the taxpayers, instead of claims against 
goods in process or actual inventories. 
The investment of the social security 
taxes in government debt is merely an- 
other kind of bookkeeping. The pay- 
ments to the beneficiaries will, of course, 
have to be met by the imposition of 
taxes or by the sale of government 
bonds, just as funds for the relief of 
the unemployed are provided today. 


Another deficiency in the national 
economy, from the social point of view, 
arises from the growing inability of 
the elderly person to find employment. 
Supporting these millions as public 
charges will be an ever increasing drain 
on the income of those at work, espe- 
cially as the older age groups increase 
in size in relation to the total popula- 
tion. Besides, the rising speed and 


skill required of the personnel in in- 


dustry and trade, along with old age 
pensions threaten to swell the ranks of 
the superannuated. What this shift 
means in terms of dependent citizens 
may be seen from the following simple 
calculation. In 1930 40 per cent of the 
population, male and female, 60 years 
of age and older was gainfully em- 
ployed. Indeed, so industrious were 
the old men of that period, that a third 
of those 75 years of age or over were 
still at work. We can readily assume 
that by 1940 this passion for productive 
activity will be so outmoded that 
nearly all the 12 millions in the group 
over 60 years of age will be pensioned 
off. Under the old regime 40 per cent. 
or 4,800,000 would still be in the 
breadwinner class. 

Another significant change in the 
progress of capital accumulation is re- 
lated to ever increasing difficulties in 
the way of the small capitalist or enter- 
priser amassing a large fortune. Stop- 
page of large scale immigration, the 
CIO organization of the lowly service 
groups, compulsory education through 
high schools, make the amassing of 
large fortunes by sweating the immi- 
grant or ignorant American a thing of 
the past. So too, swindling or trading 
well paid workers out of their earnings 
has become more difficult with the regu- 
lation of the securities exchanges, the 
formation of consumers codperatives, 
the publication of consumers’ guides, 
the proscription of the loan sharks and 
the shady realtor. In this connection 
we may well ask how the empire build- 
ers like Hill and Huntington would 
have fared had they faced immigration 
restrictions, CIO organization and the 
requirements of the Wage and Hour 
bill. 

These promoters would today be 
seriously impeded by the stipulation in 
Federal law that the purveyor of specu- 
lative securities must make full disclos- 
ure of all pertinent details. Further- 
more, the lugubrious prospectus of to- 
day may well divert purchasing power 
from the promotion of new industries 
to immediate spending by the erstwhile 
saver. To make clear what has hap- 
pened in this field we may contrast the 
enthusiasm of the bond touting circular 
issued by the promoters of the incom- 
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plete I. B. & W. Railroad in 1870 with 
the defeatist literature of the investment 
bankers of today. 


Indianapolis, Bloomington §& Western Rail- 
road 7 Per Cent. Gold Loan 


170 MILES of the line are now IN FULL 
OPERATION, equipped with new first 
class rolling stock, and already EARNING 
much more THAN THE INTEREST ON 
THE WHOLE ISSUE OF BONDS... . 
LOCAL BUSINESS ALONE WILL BE 
AMPLE NOT ONLY TO PAY THE 
BONDED DEBT, BUT LARGE DIVI- 
DENDS ON THE STOCK. ... NOT 
SURPASSED BY ANY ROAD OF 
EQUAL LENGTH IN THE WEST. 

WE RECOMMEND THE BONDS AS 
ONE OF THE CHEAPEST AND 
SAFEST INVESTMENTS IN THE 
MARKET. 

Turner Bros. BANKERS, 
No. 14 Nassau Street 


Whether or not such warnings dis- 
courage the prospective purchaser of 
securities is a question, but the much 
discussed burden of taxation is directly 
related to the accumulation of capital. 
Statisticians estimate that the national 
government took 43 dollars per capita 
in the fiscal year just ended; adding 
the state and local government levies 
brings the “take” up to about 90 dol- 
lars per person. This looks like a 
large slice out of the national per 
capita income of about 450 dollars, 
whereas actually all that the govern- 
ment does is to transfer purchasing 
power from one person to another. 
Nothing is “lost’’ except the keep of the 
collectors and relief agents, yet the 
effect on thrift may be considerable. 


“In this mixed-up situation, return to the gold standard on the 
present basis of weight and fineness seems the only available stimu- 
lus to saving. Even though everybody knows that there are-many 
problems to be faced in putting this program through, nevertheless, 
a return to a fixed standard of deferred payments is essential to 
restoration and conservation of habits of accumulation.” 


So rapidly did the road’s prospects 
improve that two weeks later the bank- 
ers recommend the bonds as “more de- 
sirable than Government bonds”: “Now 
that the earnings on the completed por- 
tion are greatly in excess of our ex- 
pectations, it is with pleasure that we 
recommend these securities as one of 
the cheapest and safest investments on 
the market, more desirable than Gov- 
ernment bonds, as they produce about 
45 per cent. more income from the same 
capital . . .” 

Contrast this enthusiasm with the 
dirge of the investment banker today, 
forced by law to cry down his own 


goods: 


TABULATION PREPARED FROM 
CONSOLIDATED INCOME ACCOUNT 

“This tabulation, together with the ac- 
companying footnotes, does not purport to 
complete and should be read in conjunc- 
tion with the appended financial statements 
and notes, particularly the consolidated in- 


come account and appended notes on pages 
43 to 46 hereof. . My Ei 


Some of these levies take a heavy toll 
from the saver. For example, the un- 
reformed real estate taxes in most 
states—3 per cent. to 4 per cent. of the 
assessed valuation—constitute a heavy 
burden on the income of the life insur- 
ance companies and savings banks be- 
cause most of them have a substantial 
account “Other Real Estate Owned” 
made up mainly of properties taken 
under foreclosure. 

More readily apparent, is the reper- 
cussion of high income tax rates on the 
progress of capital accumulation by the 
wealthy person in receipt of say $100,- 
000 a year. Fifteen years ago he paid 
22 per cent. of his income as a Federal 
income tax. Customarily, most of what 
was left he invested. The levies of the 
present time on the same income have 
been raised to 34 per cent. This means 
that one-third of the receipts of this 
group are diverted from the capitalist to 
the needy. Little capital is produced in 
the process of their consumption of the 
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goods and services thus made available 
to them, whereas in the old days the 
lightly’ taxed plutocrat’s reinvested 
funds were spent in such a way that 
durable capital goods’ surely resulted. 
What heavy income taxation means for 
the wealthy contributor to national sav- 
ings may be gathered from the fact that 
receivers of large incomes, $50,000 to 
11% million a year or more, used to save 
from one-third to three-quarters of 
their incomes respectively. These people 
contributed 30 per cent. to the national 
savings fund. 

Even a more constructive force, im- 
proved education in economics, may re- 
tard saving by popularizing the know- 
ledge of all the ordinary risks to capital 
accumulation, for example, the fact 
that Franklin’s 5,000 dollar legacy to 
the city of Philadelphia grew in 100 


years: to only one-seventh the. antici- 
pated amount. Then, there is the 
account of the collapse of ‘that strong. 
hold of middle class savings, the real 
estate mortgage in the depression 
period, not to mention the mulcting 
of the middle class by Insull, Kreuger, 
and their imitators. That the price 
level tends to rise over long periods, 
to the damage of the thrifty, will not 
be lost on the prospective savers of 
1950, as it was on their parents. 

In this mixed-up situation, return to 
the gold standard on the present basis 
of weight and fineness seems the only 
available stimulus to saving. Even 
though everyone knows that there are 
many problems to be faced in putting 
this program through, nevertheless, a 
return to a fixed standard of deferred 
payments is essential to restoration and 
conservation of habits of accumulation. 


Finding new sources for business 


By Henry F. Ko.iier 


ANKS are constantly ferreting out 
new sources from which to obtain 
new customers. New methods for 

compiling prospect lists have also been 
adopted. Hidden inside one bank was 
a veritably unlimited fountain for new 
business and it took a very alert new 
business man to find this arrangement 
and turn it to his own use. 

In the commercial letter of credit de- 
partment a file was maintained showing 
the names of beneficiaries, together with 
the amount, number, merchandise and 
opening bank of the credits issued. The 
main use of this file was to assist the 
documentary clerks to match up draw- 
ings under credits when the documents 
presented did not bear any notation to 
that effect. It further assisted the di- 
vision head in answering inquiries re- 
garding certain individuals who had 
credits opened in their behalf. The 
new business man was shown this file 
and realized that it was like finding a 
treasure box of prospects. First a list 
was made of all the large credit bene- 
ficiaries and this was checked to the 
bank’s credit files, so that all present 
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customers could be eliminated. Next 
a credit checking through the bank’s 
credit department and from recognized 
credit agencies was made. The corre- 
spondent bank was also requested to 
submit a report from the exporter or 
importer abroad giving full details of 
their experience with the particular con- 
cern. Thus all undesirable customers 
were eliminated and the new business 
division became active on the remain- 
ing names. 

As a result several sizable accounts 
were opened in the banking department 
and after a short time new clients were 
secured for additional foreign business. 
As a corollary to this system a record 
was started showing the customers on 
whom collections were made as evi- 
denced on the bills of lading or invoices 
cleared through the foreign collection 
division. Later a similar system was 
established for the commodity depatt- 
ment. Thus the. bank is constantly 
adding names to its» prospect list and 
getting the high type of business which 
is also lucrative to one or more of the 
branches of its work. This is all any 
bank can expect. 
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Defense plus offense in 
public relations 


The banker has plenty of ammunition — 
Let him use it! .. 


By Georce W. GEUDER 
Assistant cashier, Tradesmens National Bank and Trust Company, Philadelphia 


BOUT this time of the year many 
of us are turning our sporting 
thoughts toward the coming foot- 

ball season. To one will come the 
picture of the great defensive stands 
of his favorite team; to another, the 
smashing offensive drives that featured 
an entire season; while to the next will 


thought to the potentialities of broad 
public favor and confidence and what 
these would mean to him should he 
ever have occasion to need them. He 
had deposits made by depositors; he 
had the strength of years of sound bank- 
ing experience back of himself, and in 
the past had been able to assert his 


come that combination of each, well 
done, that makes for a smooth and well- 
coordinated machine. 


influence to correct situations as they 
arose. 
The 1925 to 


period from 1933 


“It is not necessary to review here the history of the period of 
hysteria which made it impossible for people to reason sensibly 
about fundamental problems in finance. It is necessary only to add 
that the banking profession soon found itself, not playing a game 


according to the rules, but of being the ball that was used to play 
the game.” 


If we take ourselves back a number 
of years, we find a banking system not 
functioning as a unit but as individual 
stars and ordinary players, without any 
apparent need of either an offense or 
a defense. We see a banker secure in 
his office within an office, admitting a 
customer when he calls and his client 
taking leave when his business is com- 
pleted. The receipt of deposits and the 
payment of funds was oftentimes done 
by a clerk, equally formal, behind a 
none too friendly counter. As time 
passed, the banker began to see the 
advantages of a closer public contact; 
and with a gradual elimination of the 
mner sanctum, he considered his task 
well on its way. long relied solely on a program of de- 

He had, however, given too little fense, a program adopted of a necessity 
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changed all this. It is not necessary 
to review here the history of this period 
of hysteria which made it impossible 
for people to reason sensibly about 
fundamental problems in finance. It is 
necessary only to add that the banking 
profession soon found itself, not play- 
ing a game according to rules, but of 
being the ball that was used to play 
the game. 

This must not be construed in any 
way as a defense of those bankers who 
violated the principles of sound bank- 
ing. They should not and must not be 
defended because certain violations 
must be admitted on their part. 

On the other hand, bankers have too 





when, with their backs to the wall, they 
found themselves the victims of a situa- 
tion which, for the most part, was not 
of their making. 

It was a situation born of the panic 
of October, 1929, nurtured by the eco- 
nomic upheaval that followed _ it, 
strengthened by the collapse of “weak- 
sisters” in the following months, and 
finally coming into its fullness when 
an hysterical, fear-ridden public began 
making unreasonable incessant de- 
mands. 

When we take into consideration that 
from October, 1929, to 1933, probably 
not more than 7 per cent. of bank de- 
posits in this country were tied up 
through closings, with a probable net 
loss of not more than 2 per cent., we 
do not have a spotless record, but, 
neither is it one that should be the 
theme of every ambitious politician, 
demagogue and rabble-rouser who seeks 
to profit through the creation of class 
hatred. 

The popularity of this element was 
strengthened by a public, weary of a 
depression, bewildered by an economic 
upheaval which they did not under- 
stand, eager to listen to anyone who 
“had the answer” and more than will- 
ing to lay the blame on the doorsteps 
of the bankers who “had all the money” 
and who had “usurped the power of 
Congress to coin money and regulate 
the value thereof.” 

No thought was given to the part 
that bankers have played in making this 
the greatest nation in the world. From 
the “birth of America, onward to its 
present preéminent position, we find 
bankers closely associated with every 
step of its development aiding with 
their vitally necessary services. But that 
has been forgotten; indeed, it seems at 
times that bankers themselves have for- 
gotten, for they continue, so often, a 
defensive when they have so much upon 
which to build an offensive. 


Bankers Must Take the Offensive 


Bankers, as a unit, in this country 
recognized their task of reéducating the 
public as early as 1933, when the 
Executive Council of the American 
Bankers Association definitely embarked 
upon a constructive: customer relation- 
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ship program. Through this, banks 
are coming to realize that they must, 
through their management policies and 
personnel, not only defend themselves 
against public attack but must actually 
take the offensive in order to again at- 
tain the high place that the banking 
profession once held in the public eye. 

Much has been accomplished in in- 
suring a future sound banking public 
through the American Bankers Associa- 
tion and the various state banking 
groups. Each has its public education 
committees devoted to the work of creat- 
ing a properly informed and friendly 
public by taking the mystery out of 
banking. 

While yeoman service has been per- 
formed by these groups, the principal 
work to be done can be by the indi- 
vidual banks and their employees. This 
statement is easily substantiated when 
we take into consideration the follow- 
ing facts: 

There are approximately 50,000,000 
bank customers in this country. This 
means that nearly half of our total 
population has a direct, personal con- 
tact with some bank. With a total of 
275,000 bank officers and employees in 
the United States who are in daily con- 
tact, directly or indirectly, with these 
customers, surely there are an adequate 
number of “salesmen” who should be 
able to sell banking back to the public 
as opposed to those who are selling 
banking short in the form of political 
propaganda. 

With the strong forces of bank man- 
agement today and the adequate num- 
ber of public “salesmen” employed, 
the problem then resolves itself into 
the best possible methods to use. It is 
not possible to suggest specific methods 
or a plan of procedure that will fit 
every institution, but there are certain 
problems that come before every bank, 
bank officer and employee, that should 
be properly met. 

Today we are meeting a public that 
is better informed than ever before. We 
are meeting a public which has suffered 
financially through a depression, some 
directly through bank failures, and, as 
a consequence, they are vitally inter- 
ested and still a bit wary of everything 
dealing with-banking which, to the av- 
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erage individual, is synonymous with 
all financial affairs. 

Newspapers and magazines, with 
their syndicated columns and articles, 
reach more people than ever before. 
Until recently, bankers had made little 
use of advertising except to publish 
their periodic statements or make an 
occasional trust or safe-deposit adver- 
tisement. 

If banker-critics convey their thoughts 
in. the newspapers and magazines, why 
should not bankers answer them 
through the same media? Proper pub- 
licity through articles and advertising 
not only builds public prestige and con- 
fidence but also adds new customers to 
a bank’s books. 

This publicity may deal with indi- 
vidual bank personalities, with public 
educational subjects, with answers to 
questions that are brought to the atten- 
tion of the staff by the public and with 
many other subjects that are of vital 
interest to the average depositor. 

A suggested list of representative 
subjects would be as follows: 


1. Loan and credit policies. 

2. Trust services—safeguards, 
iences and responsibilities. 

3. Time interest rates as reflected by loan 
and investment returns. 

1. Conferences with officers 
customers’ business policies. 

5. Travel and foreign money service. 

6. Stock dividend and bond coupon 
service. 

7. Why a will should be brought up to 
date. 

8. An explanation of the bank’s financial 
statement. 


conven- 


regarding 


Developments in other fields have 
also had their influence on the banking 


public. The radio is outstanding in 
this respect. Millions are reached in a 
single broadcast and, unfortunately for 
the banker, by far the majority of finan- 
cial air topic time is taken by critics 
who many times are permitted to speak 
repeatedly without being answered. 
Political office-seekers must have a 
bogey man or straw man to build up 
for the knockdown. At one time it 
may be big business; at another, some- 
thing else, but what “sweeter meat” has 
presented itself to the politician than 
the past banking crisis? Fortunately 
for him, he has a subject so close to 


his hearers that it “listens well” though 
oft repeated and nothing constructive 


be said. 


Traditional Reticence of Bankers 


Bankers by tradition, as a class, 
have been reticent; and their very si- 
lence has confirmed the conviction 
planted by these spell-binding orators. 
It is not to be advanced that bankers 
are without sin, but it is the fault of 
bankers themselves that they have not 
come forward in the past in a more 
forceful manner to defend themselves 
first, and then tell their side of the 
story as an encure, not apologetically, 
but with the honest conviction that 
theirs is a story based on facts and 
substantiated by irrefutable evidence. 

The medical profession, for example, 
is not and should not be condemned 
because a few doctors perform unsuc- 
cessful operations. That, though, is 
the very hypothesis upon which a good 
deal of criticism is directed against the 
banking profession. 

Banks are beginning to use the air- 
waves. This means should be more and 
more used to stamp out propaganda 
spread by those who are either talking 
for their own personal gain or are to- 
tally unqualified to speak. Let these 
be challenged in open debate by those 
qualified through knowledge and facts, 
as opposed to those who criticize our 
financial system with a gift only of the 
fine art of an appealing public voice 
and little or nothing to support their 
case. 

The radio could be used in another 
way to establish a progressive banking 
program. The public could be invited 
to send in questions relating to prob- 
lems that would help to clear up any 
misunderstanding of banking. That 
which is not understood is often feared 
and opposed. Through this means, the 
general public would gain a better and 
clearer understanding of banking, of 
what could and could not be done. 

Another plan that has been employed 
is the use of skits in dialogue form. 
This can be made especially valuable 
in smaller communities where a promi- 
nent business man can ask questions 
which are in turn answered by a 
banker. 
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Reference has been made previously 
to the important part that the individual 
bank officers and personnel can play 
in a bank’s defensive-offensive program. 
This cannot be overemphasized, because 
it is the duty of all employees to play 
a part in the bank’s selling program. 

The bank, in turn, must see that every 
member of its staff is properly trained 
and given an adequate education in 
banking. Money is being so spent by 
many today and cannot be allocated for 
a wiser purpose. 

It does not matter whether an em- 
ployee is a messenger or a senior offi- 
cer; among his own circle of friends 
he represents the bank and is a mem- 
ber of that profession. His expressions 
of opinions and his answering of ques- 
tions are most important, because their 
spread is equal to that of a chain letter. 

In a bank, to cite one example, by 
far the great majority of depositors 
never get any further than the teller’s 
window. Therefore, it is not enough 
that a teller be capable only of strik- 
ing a balance and paying only 
properly-signed and _balance-covered 
checks. He must be one of the chief 
good-will ambassadors of his institu- 
tion. 


Personal Contact With Depositors 


I have made mention of depositors 
who never get to an officer’s desk. Does 
the banker know just what may be on 
this man’s mind as regards the bank? 
Is it nota very simple plan to take 
all balances over a_ certain pre- 
determined figure and assign these 
names to specific officers? 
cials would then regularly call on the 
customers at their offices or at their 
plants, in order to find out just what 
problems they may have, or any com- 
plaints or suggestions they may care 
to offer. These visits can be followed 
by periodic meetings of the officers, at 
which time experiences valuable to all 
can be related. 

Through such means, a banker will 
really get to his public before this same 
public comes to him in a manner that 
may prove to be costly. 

_ Experience in this plan has proved 
it to be a most beneficial one. A cus- 
tomer is at home in his own place of 


These ofhi- 


business. He feels gratified that his 
banker has enough interest in him and 
his plant to pay him a special visit. 
Under these conditions he is very apt 
to be more communicative, and, conse- 
quently, what he has long been think- 
ing comes to words and both he and 
the banker have profited. 

For the customer, there are few 
grievances that cannot be straightened 
out by a capable bank man; and for 
the banker, not only has he profited 
by a plant visit, but he has made a 
closer and truer friend for his bank; 
and the profession as a whole will have 
enlisted a stronger ally. 


Chief Complaints Against Banks 


General information gathered from 
the experiences of those who meet the 
public shows that there are two chief 
points of attack on banks today: 


1. Banks refuse to lend money. 
2, They make service charges on accounts 
and other charges never before made. 


Obviously, these have been listed in 
order of their importance. 

It may be said safely that the first 
criticism comes from three distinct 
classes, namely, those who have never 
asked for a loan but who often have 
been influenced through what they hear 
and read; by the second class, public 
officials; and a third classification is 
that group who have applied for credit 
but have been refused. 

This entire group has attempted to 
place the banking fraternity in a very 
bad light. Bankers have been accused 
of aggravating economic conditions and 
of withholding credit where it has been 
badly needed; in fact, bankers, accord- 
ing to this group, have been respon- 
sible for unemployment, crop failure, 
overproduction and what-not. 

Many who make this outburst should 
know better, for they are familiar 
enough with the banking business to 
know that it is necessary to make loans 
in order to produce earnings. 

As for those who have been refused 
because of valid reasons, let them be 
told the real truth behind the refusal 
and try to assist them by making sug- 
gestions as to future possibilities. 
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When a loan is refused, there should 
be adequate reasons. These should be 
recited in clear and understandable 
terms. Often, the easy way is taken; 
the familiar “committee refused” or 
“we are not permitted to make such 
a loan.” 

When full explanations have been 
given, a definite forward step will have 
been taken and the sparks of borrower 
discontent cannot then be fanned by 
public officials and others who period- 
ically blaze forth. Here, of course, I 
refer to the warnings given bankers in 
reference to their responsibility to bor- 
rowers and their failure to extend them 
commercial loans. 


Second only to loan grievance propa- 
ganda is the subject of service charges, 
It is a strange fact that after more than 
ten years of service charges so many 
people still resent their imposition. 
Here again, the reason may lie at the 
banker’s own door. After an eternity 
of free services, the public is amazed 
and wonders why. They are told that 
it is being done by others, or, of the 
need for revenue because of deposit in- 
surance, rising costs and additional 
taxes. 

Why do not all bankers stress the 
value of the service; sell their custom- 
ers on the principle that, like the tele- 
phone, gas or electric company, a cer- 


“Today’s banker will not fail in his duty toward his depositors, 


his stockholders and his borrowers. 
lightened one, a wiser and a better banker. 


Today’s banker is a more en- 
He must show the 


public further that he is no longer on the defensive but has begun 
an offensive that will prove his worth and vital need.” 


A common-sense analysis of such 
reasoning is all that is needed to point 
out the absurdity of such charges. A 
bank, to stay in business, must make 
a profit. With millions of excess re- 
serves, banks everywhere are seeking 
good loans. Money to loan is their 
stock of merchandise for sale and like 
any business man, their goods will be 
sold if there is a reasonable assurance 
of receiving payment. 

Orval W. Adams, president of the 
American Bankers Association, ex- 
pressed very adequately the bankers’ 
viewpoint on this score when he de- 
clared “that commercial loans in re- 
cent months have failed to expand 
because of an unwillingness of business- 
men to borrow, not because of a re- 
luctance on the part of bankers to ex- 
tend credit.” 

When the banking profession finds 
a way for facts of this character to be 
heard by as many as listen to the at- 
tacks made on them, their problem of 
favorable public attitude will be well 
along towards a satisfactory conclusion. 


tain amount of service can be had for 
a certain balance and all over that is 
an additional service which must be 
paid for because of the added costs in- 
curred. 

Such a logical method, the very es- 
sence of good business management, 
can leave resentment only in the most 
obstinate, which make up that small 
minority that is always present. 

If individual bankers will continue 
that fine public-relations program that 
already has five years’ experience back 
of it; that plan of going to the public 
first, the future of private banking in 
the United States will never be in doubt. 

Today’s banker will not fail in his 
duty towards his depositors, his stock- 
holders and his borrowers. Today’s 
banker is a more enlightened one, a 
wiser and a better banker. He must 
show the public further that he is no 
longer on the defensive but has begun 
an offensive that will prove his worth 
and vital need. 

He has plenty of ammunition! Let 
him use it! 
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Taxation of American investments 
and business in Great Britain 


Intelligent planning and organizing of investments 
and business in Great Britain by Americans is 
essential to mitigate the burden of English tax dues 


By FrepericK W. EISNER 


INCE the United States became a 

creditor nation, investments in 

Great Britain have been looked 
upon with special favor. As the pro- 
posed American-English trade treaty 
should broaden commercial relations 
between the two countries, the ramifica- 
tions and repercussions of the new 
British finance acts upon American in- 
vestors and merchants are of fresh im- 
portance. 


in the case of a Belgian resident abroad 
who occupied for short periods a shoot- 
ing box in the United Kingdom belong- 
ing to a company controlled by him 
(Lowenstein vs. De Salis, 1926, 10 Tax 
Cases Official Reports, 424). It is only 
an extremely small concession that 
such aliens enjoy the benefit of certain 
personal deductions, including an 
earned income allowance, provided the 
whole income arising abroad is being 


“While in this outline only a few of the principal tax problems 
for American investors and business enterprises in Great Britain 
can be touched, there are many more to be dealt with. By intelli- 
gently planning and organizing their investments and business in 
Great Britain, Americans are able to mitigate somewhat the heavy 


burden of British tax dues.” 


The burden of British taxation for a 
foreigner seems prima facie to be 
heavier than the tax duties for non- 
resident aliens in the United States. 
The English law goes so far as to con- 
sider an American who makes it a 
a habit to spend regularly a certain 
time in British territory, a British resi- 
dent, a conclusion which would render 
him liable to British taxation not only 
for income derived from sources within 
Great Britain, but for his entire income 
so far as remitted to the United’ King- 
dom. Thus an American lawyer, resi- 
dent of New York, who rented a home 
and shooting in Scotland, and spent 
two months there annually, was found 
to be a British resident (Cooper vs. 
Cadwalader (1904) 7 Tax cases Official 
Reports, 101) and the same happened 
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included in the figure of total income 
used in the computation of the required 


ratio. Generally, however, Americans 
having investments in Great Britain are 
not residents of the United Kingdom. 

It is characteristic of the British in- 
come tax system that, contrary to 
American usage, income is not taxed 
irrespective of the fact through what 
kind of endeavor or from what sources 
it has been acquired, but there are 
about one dozen differerit “schedules” 
and “cases,” each providing a different 
body of tax laws for the respective set 
of facts, with the proviso, however, that 
the tax rate finally to be applied to the 
income thus chargeable is the same for 
all these classes. Consequently, in ex- 
amining the tax situation of American 
investments in Great Britain, due con- 
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sideration should be given to the kind 
of income in each respective case. 

The most common form of making in- 
vestments in a foreign country consists 
in acquiring shares or stocks of com- 
panies domiciled in that country, While 
the exact figures of American owner- 
ship in British companies are not avail- 
able, the estimated amounts are consid- 
erable. — Unlike the situation of a 
British holder of American shares, who 
pays here generally only a flat rate of 
10 per cent. on the dividends received, 
the American holder of British shares 
finds himself in a position where he 
participates in the ups and downs in 
tax rates as decreed annually by the 
British Finance acts. The profits or 
gains of English companies are com- 
puted upon the full amount before dis- 
tribution of any dividends, and the 
company, when paying such dividends, 
is entitled to deduct the tax at the stand- 
ard rate for the year in which the 
amount payable becomes due. 

The American investor should care- 
fully ascertain whether dividends of 
companies he intends to become inter- 
ested in are “less tax” or “free of tax.” 
A: dividend declared “free of tax” will 
net the investor the actual amount of 
the dividend as declared, whereas a 
dividend “Téss tax” will be smaller than 
its face amount seems to indicate. See 
accompanying table. 


the tax burden is not granted to Ameri- 
can investors unless they are residents 
of the United Kingdom. 

The tax retained by the companies 
when paying dividends takes care only 
of the so-called “standard rate.” This 
standard rate applies, however, only to 
the first two thousand pounds of income 
of a person. In the case of an indi- 
vidual, whether a British subject or not, 
whose total income exceeds two thou- 
sand pounds, a special surtax is ap- 
plicable. Contrary to the American 
system, however, the surtax is not com- 
puted besides and in addition to a 
normal tax, or the British standard rate, 
but for each amount over two thousand 
pounds a new rate, with a sliding scale 
for the different brackets, takes place, 
which comprises the normal and the 
surtax as well. These rates were, for 
the years 1931 to 1934, and for 1937, 
as shown in the table opposite. 

The surtax upon dividends received 
is computed on the basis of the gross 
dividend, that is the dividend that the 
shareholder actually receives, plus the 
tax deducted by the company, which, 
for surtax purposes, is thus considered 
income of the shareholder. 

The Finance Act of 1938, enacted by 
Parliament in the last days of July, 
1938, provides that the surtax shall be 
raised for the year 1937-38 in the same 
relation as the standard rate is being 


Dividend of 10 Per cent. on 200 Shares of £1 Each = £20 


Gross amount of dividend 


Tax thereon at the rate of 4s. 6d. in the £ 


Amount paid to shareholders......... 


The standard tax rate as introduced 
by the Finance Act of 1938 is five shill- 
ings and sixpence in the pound, the 
highest rate since 1920-22, when it was 
six shillings in the pound. The new 
rate for the normal tax amounts to a 
rate of approximately 27.5 per cent. 
While British subjects, whether resi- 
dents in the United Kingdom or living 
abroad, enjoy the privilege of certain 
deductions and allowances, as for in- 
stance, a liberal allowance for earned 
income, for family maintenance and de- 
pendent relatives, life assurance pre- 
miums and old age, such mitigation of 
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ee £-20 


“Free of Tax” 
£25 16 2 
5 16 2 


“Less Tax” 
£20 00 0 
4100 


£15 10 0 


00 


raised in comparison with its former 
amount. This means that the above 
given rates have been raised by 10 per 
cent. 

The Finance Act of 1937 introduced 
the “National Defense Contribution,” a 
special levy of 5 per cent. of the profits 
of any trade or business carried on in 
the United Kingdom. In case the trade 
is carried on not by a corporation but 
by an individual, this tax amounts to 
4 per cent. only. 

For surtax purposes, the incomes of 
persons resident abroad which are de- 
rived from sources within the United 
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Kingdom are regarded as separate in- 
comes, and are liable to tax as though 
they comprised the entire income of the 
persons concerned, Since surtax is 
levied ia respect of individual incomes 
only, and generally not on corporate 
bodies such as limited companies or 
corporations, there is no system of de- 
duction at the source for surtax as such 
exists in the case of the “normal rate” 
of income tax. Individuals who are 
chargeable to surtax are required to 
give notice of that fact to the Special 


whether or not the net proceeds of sales 
of investments in securities are taxable 
as income, is, whether or not a trade 
is carried on in the buying and selling 
of the investments. If the buying and 
selling is done by the investor as a 
business, the capital. gains are taxable 
at their full amount. If no trade is 
carried on by such buying and selling, 
capital gains are not taxable at all. As 
was said in the leading case of Cali- 
fornian Copper Syndicate vs. Harris, 
5 Tax cases 159: 


“Excluded from taxable income, for British subjects and for- 
eigners as well, are, under certain circumstances, ‘capital gains.’ 
The test for the problem whether or not the proceeds of sales of 
investments in securities are taxable as income is whether or not a 
trade is carried on in the buying and selling of the investments. 
If the buying and selling is done by the investor as a business, the 
capital gains are taxable at their full amount. If no trade is carried 
on by such buying and selling, capital gains are not taxable at all.” 


Commissioners of the Revenue, and 
failure to do so renders the individual 
concerned liable to a penalty of £50. 
The tax is payable, in one sum, on 
January 1 of each year, direct to the 
Accountant and Comptroller-General. 


As there is sometimes difficulty in 
securing returns from taxpayers resi- 
dent abroad, the Special Commissioners 
may, in such cases, fix estimated assess- 


ments to the best of their ability to do 
so. 


Excluded from taxable income, for 
British subjects and foreigners as well, 
are, under certain circumstances, “capi- 
tal gains.” The test for the problem 


First £2,000 of income 
(standard rate) 

Next £ 500 of income 
“ “ 500 “ “ 

‘ 1,000 “ 

. 1,000 ‘ 

“ 1,000 ‘ 
. 2,000 
2,000 

5,000 “ 

5,000 “ 

10,000 “ 
20,000 
Remainder 


“Where the owner of an ordinary invest- 
ment chooses to realize it, and obtains a 
greater price for it than he originally ac- 
quired it at, the enhanced price is not profit. 
. But enhanced values obtained from 
realization or conversion of securities may 
be so assessable, where what is done is not 
merely a realization or change of invest- 
ment, but an act done in what is truly the 
carrying on, or carrying out, of a business.” 


At what point the border line for 
realizing investments ends and_ the 
carrying on of a business actually be- 
gins, can hardly be stated in a general 
way; it rather depends upon all the 
circumstances of each individual case. 
However, an American investor in Brit- 


Shillings 
5 
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ish shares, who is not a professional 
dealer or speculator may frequently be 
able to secure the benefit of being ex- 
empted from British taxation for the 
gains realized from the sale of his Eng- 
lish securities. 

In recent years owners of British se- 
curities have attempted to sell or trans- 
fer the right to receive any interest on 
these securities, but without selling or 
transferring the securities, hoping to 
avoid thus the payment of surtax on 
the interest. The Finance Act of 1938 
suggests, therefore, that in all such cases 
such interest shall nevertheless be 
deemed to be the income of the owner 
of such securities. 

It is not possible to compare, in re- 
gard to the amount of the tax, the tax 
burden of American investments in 
Great Britain with the tax situation of 
British investments in the United States. 
While both systems, under certain con- 
ditions, exempt capital gains of foreign 
investments from all taxes, the Ameri- 
can flat rate of 10 per cent. on divi- 
dends paid presupposes that the cor- 
poration has already paid on its own 
part the appropriate tax for the profits 
made in the course of its business. Un- 
der the British system, however, a 
limited company does not pay such 
taxes, as paid by American corpora- 
tions. While the limited company pays 
the standard income tax on its profits 
when .paying a dividend, the company, 
under the English law, has express per- 
mission to deduct the appropriate 
amount of tax from the dividend, a fact 
that will be duly certified to the share- 
holder when he receives the dividend, 
so that this tax takes care simultane- 
ously of the standard tax to be paid by 
the shareholder, and leaves him only 
the duty to pay the surtax, if, under 
his personal circumstances, he has to 
pay any surtax. Thus, the correlative 
to the American 10 per cent. rate con- 
sists only in the balance between the 
English standard rate and the surtax 
rate, if any. If a British company, 
however, does not distribute a reason- 
able part of its actual income, a special 
duty for undistributed profits will be 
levied. This tax was enacted in 1922, 
with a view to preventing the avoidance 
of the payment of surtax through the 


withholding from distribution of income 
of a company which would otherwise 
be distributed. 

’ Under sec. 131 (a) (1) of the United 
States Revenue Act American taxpayers 
are granted the privilege of receiving 
credit for their American income tax, 
in the amount of the income tax paid 
or accrued during the taxable year to 
any foreign country. Or, instead of 
receiving such credit, they may deduct 
such taxes from their gross income (sec. 
23) (c) (2). It had been for a long 
time the established practice of the 
American tax authorities to allow 
credit, under those provisions, to Ameri- 
cans with investments in Great Britain 
for the taxes deducted by British com- 
panies from dividend payments, as de- 
scribed above. However, under a new 
decision handed down by the U. S. 
Supreme Court in January, 1938 
(Biddle vs. Commissioner, 302 U. S,. 
573) this is not longer permitted. That 
means a substantial increase of the tax 
burden on American investments in 
Great Britain, and the only remedy 
seems to be a change in the tax laws of 
either the United States or the United 
Kingdom. The decision is not only of 
great importance for the individual 
American investor, but the Treasury 
will, under it, in all probability, deny 
the credit also in the case of dividends 
derived by American corporations with 
a minority interest in British companies. 
It is to be hoped that both governments, 
when concluding the proposed new 
trade treaty, will see their way clear 
to alleviate this hardship. Congress 
may conceivably be induced to legislate 
the status quo as to credits for tax de- 
ductions by English companies, if the 
British will on their part grant some 
appropriate tax preferences under their 
tax laws for American investors and 
business. 


The tax situation of American enter- 
prises doing business within or with 
Great Britain is regulated by Schedule 
D 1 (a) (111) of the Income Tax Act. 
It is decreed there that tax at the com- 
mon rates shall be charged in respect 
to the annual profits or gains arising 
or accruing to any person, whether a 
British subject or not, although not resi- 
dent in the United Kingdom, from any 
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trade exercised within the United King- 
dom. Difficulties have frequently arisen 
in defining whether trade carried on by 
American companies with Great Britain 
comes under the meaning of this defini- 
tion. 

The first point to be considered is 
whether or not the company is a resi- 
dent in the United Kingdom. Ameri- 
can companies have often found it de- 
sirable, for reasons connected with 
certain problems of business organiza- 
tion and tax problems under American 
law, to have their English and other 
European business performed by com- 
panies incorporated in Great Britain 
under British law. It had been the 
position of the English revenue since 
the cases of Attorney General vs. Ara- 
mayo Francke Mines, Ltd., 4 Annotated 
Tax Cases 261, and Swedish Central 
Railway Co., Lid. vs. Thompson, 9 Tax 
Cases 342, to hold that a company in- 
corporated in England and carrying on 
parts of its activities there, is taxable 
in Great Britain for all its profits, even 
though the company is controlled 


abroad, and although only a minor part 
of its profits were derived from the 


activities in England. However, since 
the case of Egyptian Delta. Land and 
Investment Co., Ltd. v. Todd, 44 Times 
Law Reports 747, decided by the House 
of Lords in 1929, the position of the 
revenue is now somewhat more liberal, 
and it is recognized that mere incorpora- 
tion in the United Kingdom does not 
necessarily in itself render the company 
a resident there under the English tax 
laws. While thus, under the present 
state of the law, a company incorpo- 
rated in Great Britain, but controlled 
abroad, is not necessarily a resident of 
the United Kingdom, the place of reg- 
istration is still a material fact, though 
not conclusive. On the other hand, the 
fact that the company is incorporated 
abroad, does not necessarily exclude the 
possibility that it may be considered a 
resident of the United Kingdom. Thus 
the American Thread Company, al- 
though duly incorporated within the 
United States, has been held to be a 
resident in the United Kingdom, be- 
cause the head and seat and directing 
power of the corporation were in Lon- 
don. Of decisive importance is the fact 


THE BANKERS MAGAZINE for September, 1938 


where the real control of the business 
is exercised. “Control” involves some- 
thing more than an indirect or poten- 
tial control, and control merely through 
the holding of shares is not enough. 
The question is one of fact and de- 
pends on all the particular circum- 
stances of each _ individual case, 
especially on the details of organization 
and management. Considerable care 
should be taken by American com- 
panies in organizing or reorganizing 
their British affiliates and subsidiaries, 
so that unnecessary burden from Brit- 
ish taxation may be avoided. 

If, under the form of its organization, 
the company is considered to be a resi- 
dent of the United Kingdom, it is tax- 
able on the whole profits of its trade, 
even if that trade is partly carried on 
in non-British countries. As under the 
recent decision of the United States 
Supreme Court in Biddle vs. Commis- 
sioner, cited above, the United States 
Treasury cannot longer be expected to 
grant credit for taxes thus paid in Great 
Britain, the additional burden for such 
American companies will be heavy. 

If, however, under the above dis- 
cussed principles the English company 
is organized in such a manner that it 
will not be considered a resident of the 
United Kingdom under the British tax 
laws, the situation is an entirely dif- 
ferent one. Such companies are tax- 
able only in regard to the profits of 
any business exercised by them within 
the United Kingdom. There are a great 
many decisions in existence relating to 
the question what constitutes exercising 
a trade in the United Kingdom. It is 
now established that the main, though 
not necessarily the only, factor is the 
place where the contracts are made. 
This question has to be decided accord- 
ing to the rules of English private in- 
ternational law. Under the English 
law, a contract with a foreign firm is 
generally considered as made in Eng- 
land when the foreign firm’s agent in 
England accepts an offer, whether with 
or without the approval of his prin- 
cipal, and privity of contract between 
the English customer and the American 
principal is not required. Even if the 
British agent in England of the Ameri- 
can firm only communicates his firm’s 
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acceptance of an offer made by an Eng- 
lish purchaser to him, the contract is 
considered as made in the United King- 
dom. However, not every kind of as- 
sistance given by agents in England has 
this effect. As was said by Lord Davey 
in Grainger and Son vs. Gough, (1896) 
A. C. 346: 


“It cannot, in my opinion, be denied that 
the mere fact of a foreigner selling his 
goods to English customers does not con- 
stitute an exercise of his trade within this 
country, although he is ‘trading with this 
country. But it was argued that the habit- 


ual employment of agenty to obtain orders 
and transmit them abroad constitutes the 
act of selling to English customers, an ex- 
ercise of trade in this country. 

able to accede to that argument.” 


I am un- 


How narrow a margin of distinction, 
and how subtle a difference in organ- 
ization may decide, in such cases, the 
question of taxation, is shown by a 
comparison of the following two cases. 


American Firm Held Taxable 


Rowson vs. Stephen, 14 Tax Cases 
543. 

The American company had a repre- 
sentative in England in connection with 
the sale of its products there, the agent 
notified customers of acceptance of 
offers and also received and sold con- 
signments of goods. Company was held 
trading in the United Kingdom and tax- 
able. 


Danish Firm Held Tax Exempt 


Greenwood vs. Smith, (1921) 3 K. B. 
583. 

The Danish company maintained an 
office in London in charge of a full- 
time employee. He received inquiries 
in London from potential customers, 
forwarded particulars of customers’ re- 
quirements to home office and advised 
purchasers in England in regard to the 
use of the products. Contracts for sale 
were made in Copenhagen and the 
goods shipped there f. 0. b.; company 


was held not trading in the United 
Kingdom and tax exempt. 

Where a foreign company is exercis- 
ing trade in the United Kingdom and 
is therefore taxable, the tax may be 
charged directly to the company where 
that can conveniently be done. Other- 
wise, the agent or branch-manager may 
be assessed under his own name for 
the profits of the company, and the 
agent is entitled to retain any amounts 
of tax thus paid by him from the com- 
pany’s moneys, except in certain cases 
of brokers. Where a non-resident alien 
carries on business with a resident un- 
der circumstances which lead to the be- 
lief that, by reason of the close con- 
nection between the two parties, the 
true profits arising in the United King- 
dom do not come into the hands of the 
resident party so as to be charged to 
United: Kingdom tax, the Commission- 
ers dealing with the assessment may 
charge the resident person in respect of 
the profits of the non-résident as 
though he were the latter’s agent. 

Difficulties have sometimes arisen in 
respect to taxation of English branches 
of foreign banks. The basis of the as- 
sessment of such branches is that pro- 
portion of the whole of the bank’s 
profits which the total gross assets in 
the United Kingdom bear to the entire 
assets of the bank. As such assessment 
is utterly complicated and would cause 
an unreasonable amount of work, the 
English tax authorities show willing- 
ness to assess foreign banks subject to 
income tax upon the profits of branches 
in the United Kingdom on an arbitrary 
basis to be agreed upon. 

While in this outline only a few of 
the principal tax problems for Ameri- 
can investors and business enterprises 
in Great Britain can be touched, there 
are many more to be dealt with. By 
intelligently planning and organizing 
their investments and business in Great 
Britain, Americans are able to mitigate 
somewhat the heavy burden of English 
tax dues. 
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Should the government take 
over investment banking? 


By A. Puitie WooLrson 


group, under existing financial con- 

ditions, which has as great a pro- 
portion of its personnel worried about 
the future of their business as that 
group which depends on the investment 
banking business for a livelihood. The 
importance of the functions of the in- 
vestment banker can be found described 
in every banking manual and text. Re- 
cent developments, however, seem to 
suggest that Administration spokesmen 
feel that the investment banking pro- 
fession has more or less deliberately 
failed to contribute its due share to 
the revival of the capital markets, and 
that other agencies must be developed 
to fill the gap. 

Thus, about the middle of March, 
1938, Senator Claude Pepper of Florida 
in an appearance before the Senate 
Banking and Currency Committee, ex- 
pressed his opinion about investment 
bankers generally. “The time has 
come,” he said, “when the Government 
must step in and not only afford ade- 
quate facilities to business, but break 
up the grip of the investment banking 
group upon the money markets of this 
country.” 

It is impossible to say how repre- 
sentative this is of Congressional 
opinion, but it does suggest a frame 
of mind which is only too prone to ac- 
cuse the investment bankers of aiding 
and abetting the so-called “strike of 
capital” and may shortly result in the 
extension of government competition to 
the investment banking field. 

A study made by Lawrence C. Vass, 
chief of SEC’s Investment Banking sec- 
tion, and Senator Pepper’s bill to set 
up regional industrial banks would 
seem to indicate that increasing impetus 
is being given to the extension of the 
Government’s interests in the capital 
market. Mr, Vasz’s analysis brought 
out the following points: 


= is probably no occupational 
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1. Small business was not getting the 
credit it wanted. 

2. The problem of financing for small 
business today is its inability to raise 
junior debt and equity capital. 

3. Between July, 1933, and Septem- 
ber, 1936, SEC received 483 security 
registration statements from small com- 
panies. Their average requirement was 


“It is to be hoped that some 
effective means may be worked 
out whereby the Government and 
the investment bankers can move 
forward together to a period of 
lasting prosperity for bo 


$565,000 apiece. In only one of four 
cases was more than 50 per cent. the 
amount registered actually sold. 

4. The banker can afford to charge 
but 2 per cent. or 3 per cent. on the 
sale of a 10 or 20 million dollar issue, 
while he must charge say 8 per cent. or 
10 per cent. on an issue of $500,000 or 
$1,000,000. 

5. The well-being of our economy 
cannot be divorced from the well-being 
and prosperity ‘of the small and me- 
dium-sized corporations. 

Compare also the statements made by 
John W. Hanes, SEC Commissioner, in 
a speech on March 17 before the In- 
vestment Bankers Association when he 
discussed the current investment bank- 
ing situation. Mr. Hanes in his discus- 
sion brought out the following points: 
. 1. For the period 1935-37 investment 
bankers avoided new financing and re- 
stricted themselves almost entirely to 
refunding issues which were clearly 
salable and which involved little. or 
practentry no. risk. 

2. At least a partial cause for this 
lel of participation in new finaricing 
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was the unwillingness or inability of 
investment bankers to take risks. 

3. Investment bankers have avoided 
the more burdensome risk-taking which 
is associated with the newer and smaller 
companies, the type of financing which 
is essential to a continuance of indus- 
trial progress and prosperity. 

4. Risk-taking has also been restricted 
as a result of government influences. 
The present tax system has had the 
effect of driving those with large in- 
comes into tax-exempt bonds, thereby 


“The tendency .. . 


start thinking of possible remedies, 
Maybe the answer lies in changes in 
existing machinery, maybe it lies in the 
addition of new governmental or semi- 
governmental agencies to assist existing 
banking and distributing organizations 
to do the job which really is theirs.” 


Blaming the Investment Banker 


The tendency in all the above state- 
ments emanating from Washington 
sources seems to place the blame for 
the stoppage of new capital financing 


emanating from Washington sources 


seems to place the blame for the stoppage of new capital financing 
on the investment bankers. Recent legislation permitting the Re- 
construction Finance Corporation to extend long-term loans to 
private business would seem to indicate that in increasing degree 
the government is to invade the investment banking field with the 
possibility that the government may be put in the position of ulti- 
mately controlling large sections of private industry, when the 
trend ought to be in the direction of facilitating business borrowing 


from or through private agencies.” 


greatly curtailing the market for cor- 
porate securities, particularly those of 
junior grade. 

5. When persons with large incomes 
are able to buy relatively riskless tax 
exempts to yield say 3 per cent., it is 
obvious that non tax-free securities, if 
they can be made attractive at all, will 
have to be marketed on a yield basis 
of 6 per cent. or more. 

6. Someone must take risks as part 
of our mechanism of financing industry. 
Inaction may mean that “you will write 
investment banking off the books.” 

7. Investment bankers, on increasing 
occasions, are acting merely as order- 
takers for insurance companies and 
other institutions. 

8. There has developed a substantial 
amount of private placing. By these 
means investment bankers were short- 
circuited to the extent of some $1,300,- 
000,000 during the years from 1934-37. 

9. Investment bankers are not doing 
the job they used to do. “Since the 
job cannot be left undone, and since 
the job is yours, it is up to you to 
212 


on the investment bankers. Recent 
legislation permitting the Reconstruc- 
tion Finance Corporation to extend 
long-term loans to private business 
would seem to indicate that in increas- 
ing degree the government is to invade 
the investment banking field with the 
possibility that the government may be 
put in the position of ultimately con- 
trolling large sections of private busi- 
ness, when the trend ought to be in 
the direction of facilitating business 
borrowing from or through private 
agencies. 

The recent RFC legislation would 
thus seem to suggest that the problem 
of providing for business capital re- 
quirements was being attacked by the 
Administration in a manner which sug- 
gests a degree of disbelief in the ability 
of normal investment banking opera- 
tions being’‘able to stimulate business 
recovery through increasing new capital 
financing. The developments in the 
recent past indicate the direction of Ad- 
ministration thinking with respect to 
the solution of the problem about which 
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Mr. Morgenthau was reported as being 
concerned. In the N. Y. Times of 
March 24, 1938, Mr. Morgenthau is re- 
ported to have said that he was con- 
vinced business was in need of some 
assistance; the problem was to find out 
what to do about it, whether private 
credit procedures should be improved 
to meet the requirements, or whether 
the government should enter this field 
to a greater extent than at present. 

It seems to be of particular interest, 
from the point of view of the outlook 
for the investment banking business, 
that in the very period when develop- 
ments indicated an increasing encroach- 
ment by the Government in the invest- 
ment banking field, there was a notice- 
able indisposition on the part of the 
investment banking fraternity to formu- 
late plans by which private credit pro- 
cedures could be improved to meet the 
capital requirements of business at a 
time that was as critical for the invest- 
ment banking profession as it was for 
corporate business. On the whole, in- 
vestment bankers seemed to content 
themselves with the assertion that there 
were ample funds available for the 
financing of the right kind of capital 
issues, but that the kind of issues that 
the investing public demanded were not 
available in anything like the volume 
sufficient to meet this investment de- 
mand. 

The situation would thus seem to be 
one where the investment banking fra- 
ternity is satisfied to wait for the antic- 
ipated business recovery to bring with 
it the long-awaited increase in new 
security financing in a volume which 
will justify the existence of the invest- 
ment banking profession. Meanwhile 
the Administration does not seem dis- 
posed to wait patiently for an eventual 
business recovery and the consequent 
new financing and the continuance of a 
passive attitude on the part of the in- 
vestment bankers, but seems intent on 
impressing upon the investment bankers 
that they must actively widen the scope 
of their operations, or else—! 


Desire of Investment Bankers to 
Co-operate 


It should not be too readily assumed, 
however, that the investment bankers in 
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the aggregate are not anxious to co- 
operate with the Administration in 
every way possible to stimulate busi- 
ness recovery through their aid in 
stimulating new capital financing. 
While they have been of considerable 
aid to industry in the past several years 
in helping industry to reduce its fixed 
charges through refunding outstanding 
fixed interest obligations at lower in- 
terest levels, they nevertheless realize 
the particular responsibility that falls 
upon them to aid business, both big 
and little, to secure the new funds from 
the capital market requisite for plant 
expansion or replacement. That they 
have not been overly successful in per- 
forming the latter function in the past 
several years may be the result in part 
of forces beyond their control. That 
the Administration’s own economic 
philosophy may have been one of the 
contributing factors to the scarcity of 
new private capital financing does not 
seem to be appreciated outside of in- 
vestment banking circles. 


Several years ago, Stuart Chase, writ- 
ing in The Nation made some interest- 
ing comments concerning the signifi- 
cance of Roosevelt’s re-election in 1936. 
“The old order,” said Mr. Chase, “is 
breaking up. People are ready for 
change, and will follow a leader com- 
mitted to change if he registers human- 
ity and decency.” 


“If capitalism were in one of its regu- 
lar nineteenth-century cycles,” he goes 
on to say, “this conclusion would hardly 
be warranted. A brisk recovery based 
on the prompt investment of private 
savings in expanding plant would soon 
re-establish the elite and its ideology. 
Fortunately or unfortunately the pres- 
ent recovery, while reasonably brisk, is 
predicated on public works and social 
spending rather than on Empire State 
buildings and private capital goods. 
On the momentum of public spending 
private investment might take up the 
slack for a short period, and the elite 
come crawling out of their defensive 
trenches. But unless I am very gravely 
mistaken, the emergence would be 
brief. One more down swing would 
finish the elite altogether. . . . 

“The old gods are tumbling, the 
horse and buggy headed for the tomb. 
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Private enterprise has demonstrated ‘its 
inability to support the population . . . 
The people have turned to a new god— 
the Government—led by Mr. Roose- 
ee 


Uncertainty of New Deal Aims 


It is of course impossible to state 
accurately or definitively just what the 
economic philosophy or the economic 
objectives of the New Deai may be. 
Certain it is that in the minds of a con- 
siderable body of the investing public 
the ideas expressed by Mr. Stuart Chase 
represent the New Deal point of view. 
The conservative investors do have the 
feeling that the country under the New 
Deal is moving toward increasing gov- 
ernmental control and regulation of 


possibilities incident to continued bud- 
getary deficits? 

Two other factors ought to be men- 
tioned as having some bearing on the 
investment bankers’ problem in raising 
funds for private enterprise. The first 
concerns itself with the increasing tend- 
ency in the United States to concentra- 
tion of corporate assets in a small 
number of corporations. The second 
concerns itself with the increased bur- 
den cast upon business by the unfor- 
tunate number and character of labor 
disputes in industry. 

In a speech several months ago be- 
fore the American Political Science 
Association, Robert H. Jackson was 
quoted as saying that “it was estimated 
in 1929 that 200 non-financial corpora- 


“The problem of satisfying the new capital requirements of the 
vast group of small and middle-sized corporations that are not so 


favorably situated as the favored “two hundred” 


is one that is of 


vital concern to both the investment banker and the government. 
It is particularly this group for whose securities the mar- 


ket is exceedingly n 


narrow, and the marketing of which would be 


expensive both for the company and for the investment banker.” 


private business, and that increasing 
emphasis will continue to be placed on 
public works and social spending as 
means of stimulating and maintaining 
an increasing volume of business. 
Budget deficits are of course to be 
accepted as necessary until private 
enterprise can absorb the unemployed 
and so long as private enterprise cannot 
be taxed sufficiently to finance the pub- 
lic spending requisite for the increas- 
ingly higher level of government ex- 
penditures. 

The problem of increasing the volume 
of new corporate financing would seem 
to boil down to this. Should private 
enterprise facing the prospect’ both of 
increasing taxation and increasing gov- 
ernmental regulation and control push 
ahead to increase its plant? Should 
the investor in corporate securities in- 
vest in new security issues of companies 
of whose ability to meet current com- 
petition he has doubts, and of whose 
bonds he has doubts because of the con- 
tinuous uncertainty of the inflationary 


tions controlled 49 per cent. of the 
assets of all such corporations. By 1933 
the percentage had increased to 56 per 
cent.” 

It is entirely probable that in the 
aggregate these relatively few large cor- 
porate interests have a first class finan- 
cial rating, and that competition among 
investment bankers to float new secu- 
rity issues for these concerns would be 
enormously keen. Similarly, competi- 
tion among investors to purchase new 
issues of this favored group would be 
equally keen, because of investor con- 
fidence in the ability of such organiza- 
tions to meet all current and prospec- 
tive difficulties. At the same time it is 
precisely these large scale enterprises 
that are in the aggregate in first class 
financial shape and who because of un- 
certainties as to future Administration 
policies with respect to business have no 
desire to go in for continued large- 
scale expansion in plant or equipment. 
The demands for new capital from this 
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particularly favored group would seem 
to be rather for replacement of obsoles- 
cent plant and equipment due to the in- 
creasing technological improvements 
constantly in process in industry. It is 
not possible to appraise the weight of 
such expenditures as a long-run cure of 
unemployment, although they will be- 
come increasingly important with con- 
tinued business recovery. 

The problem of satisfying the new 
capital requirements of the vast group 
of small and middle-sized corporations 
that are not so favorably situated as the 
favored “two hundred” is one that is 
of vital concern to both the investment 
banker and the Government. It is this 
group which is by and large urgently 
in need of new capital funds for plant 
expansion or for equipment to replace 
existing units. It is particularly this 
group for whose securities the market 
is exceedingly narrow, and the market- 
ing of which would be expensive both 
for the company and for the investment 
banker. The long period of business 
depression which the country has gone 
through since 1929 has caused untold 
difficulties for the small and middle- 
sized unit and has left the business man 
more timid and uncertain about profit- 
ability in the future than ever before. 

_The second factor mentioned pre- 
viously as bearing upon the investment 
bankers’ problem of raising funds for 
private enterprise concerns inself with 
the increased burden ‘cast upon business 
by the unfortunate number and ‘char- 
acter of labor disputes in industry. 
This question is of particular ‘concern 
to the multitudes of small and middle: 
sized concerns where labor demands 
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New York City 


and labor disputes can put a business 
“in the red” for a prolonged period. 

By and large, the principal factor re- 
sponsible for the large increase in in- 
dustrial disputes under the .Roosevelt 
Administration has been the encourage- 
ment given to labor in its efforts to 
secure increased wage-rates by an Ad- 
ministration concededly exceedingly 
sympathetic to the problems of labor. 
The endeavor to raise wage rates 
through strikes, and through legislation 
to raise wage rates in sweeping fashion 
is a problem that has particular sig- 
nificance for small-scale business. The 
small margin between income and ex- 
penses in this important portion of 
American business which is already 
finding it difficult to make ends meet 
in the face of the competition of large- 
scale business, makes the losses resullt- 
ing from labor disputes and. increased 
wage rates considerably more burden- 
some than in large-scale business. The 
result seems to have been to tend to dis- 
courage the flow of investment funds 
into those industrial projects where 
labor disputes and labor demands prom- 
ise to reduce markedly the profitability 
of business enterprise. 

In spite of lack of confidence in busi- 
ness and investment circles concerning 
Administration policies and objectives 
the capital requirements of private in- 
dustry for plant expansion or replace- 
ment must continue to be met if a solid 
business recovery is to be attained and 
if unemployment is to be significantly 
reduced. The capital requirements of 
the railroad and utility industries must 
continue to be very large, in the former 
case because of the necessity of modern- 
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izing obsolete equipment, and in the 
latter because of the steady growth in 
demand for power. Only a long and 
thorough study could determine how 
large the capital requirements of the 
major divisions of industry and trade 
are likely to be over the next several 
years. Whether the country requires 
an annual volume of new corporate 
financing at the pre-1929 level to bring 
back business to a “normal” or “pros- 
perity” level it is impossible to say. It 
would seem, however, that until a 
marked revival in new private capital 
financing occurs with the consequent 
increase in the velocity of circulation 
of outstanding bank credit, the volume 
of business activity will remain at sub- 
normal levels. 


The Future Course 


If the investment bankers fail to do 
the job, will this Administration sit 
idly by and trust to continued public 
spending to start the ball rolling:and 
keep it going? Or is it not possible 
that some mechanism may be worked 
out through codperation between the 
government and the investment bankers 
whereby the investment bankers will in 
the future do the job which they are 
so eminently fitted to accomplish? Or 
will the Administration decide to go 
into the business of financing the capi- 
tal requirements of private industry di- 
rectly through existing governmental 
agencies or through the creation of a 
new structure of Government investment 
banks? 

The answer would seem to depend on 
how rapidly business recovery and re- 
employment develop over the next sev- 
eral months, and on how active a part 
the investment bankers play in meeting 
the capital requirements of reviving in- 
dustry. Rather than risk the wholesale 
entrance into the investment banking 
field by the Government it would seem 
that some active codperative program 
may be worked out by which both the 
investment bankers and the Govern- 
ment will make their due contribution 
to the revival of the new issues market 
and the private financing of industry’s 
capital requirements. 

What the methods of codperation be- 


tween the investment bankers and the 


Government are to be will be influenced 
by the degree of confidence the Gov- 
ernment has in the investment banking 
profession. Simplification of the laws 
governing the issuance and sale of se- 
curities would seem to offer only a very 
partial solution to the revival of the 
marketing of new corporate issues, par- 
ticularly of those smaller concerns 
which the Administration is so anxious 
to help. 

It may be that additional legislation 
providing for investment bankers the 
opportunity to borrow from, or resell 
to, some organization like the Recon- 
struction Finance Corporation, those is- 
sues or parts of issues which the invest- 
ment bankers are unable to liquidate 
in the open market within a reasonable 
period from the date of issue, would 
be advisable. Or some form of Gov- 
ernment guarantee against loss to the 
investment bankers on the sale of new 
securities may be worked out, as in the 
case of commercial loans for working 
capital purposes under the recently en- 


acted RFC legislation. 


It would seem moreover as a pre: 
requisite for continuous Government 
support to the investment bankers’ is- 
suance of new securities, that the invest- 
ment bankers themselves should incor- 
porate, and that some system of 
examination of investment banks be 
worked out corresponding to the ex- 
amination of the national banks. It 
would seem advisable that the control 
over the investment banking firms 
throughout the country should not 
emanate from Wall Street, but should 
come from Washington. 

Unless a marked increase in new cor- 
porate financing occurs in the relatively 
near future, the prospects for continued 
and more or less permanent business 
recovery seem remote. A marked in- 
crease in the velocity of bank deposits, 
a rise in commodity prices, a decrease 
in unemployment, and in budget defi- 
cits all wait upon the revival of the 
new issues market for corporate secu- 
rities. It is to be hoped that some 
effective means may be worked out 
whereby the Government and the in- 
vestment bankers can move forward to- 
gether to a period of lasting prosperity 
for both. 
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CURRENT ECONOMIC TRENDS 


By Dubey F. Pecrum 
Associate Professor of Economics, University of California 


FEW weeks ago, Sir George Paish, 
A the English economist who so ac- 

curately predicted the financial 
collapse of 1929, asserted that the world 
is in danger of a complete trade break- 
down, and unless the nations stood to- 
gether, 1938 would be the worst year in 
the history of the world. 

That the present outlook is gloomy, 
admits of little doubt. Looking back 
five years, we might entitle this year 
“The Return of 1933,” or “The Road 
Back.” The issue before us is not a 
case of interest or non-interest in human 
welfare, but rather that of methods of 
achieving ends which we all agree upon. 
The complexity of the present situation 
is such that great care needs to be taken 
to avoid misunderstanding in appraising 
our present status. This complexity 


also necessitates the selection of specific 


and if possible “key” problems for 
evaluation. Our great need is modesty 
and a practical approach. 


Present Business Conditions 


A glance at the present situation 
shows that economic activity is at the 
lowest ebb since the bottom of the de- 
pression which started nearly nine years 
ago. In addition, we are economically 
weaker now than then, by virtue of the 
long period of economic hardship, low 
production in the heavy goods indus- 
tries, inadequate railroad revenues, con- 
tinued government  deficit-financing, 
heavy unemployment, a public utility 
dilemma, and exasperating labor strife. 

Our present unemployment is esti- 
mated at figures varying from 10 to 12 
millions of people; the Federal debt 
has passed 37 billions of dollars and 
will soon reach 421% billions; govern- 
ment expenditures in this country are 
absorbing about 33 1/3 per cent. of our 
national income, and taxes are taking 
about 231 per cent.; the railroads have 
Just experienced the worst quarter in 
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their history; industrial production is 
at about 77 per cent. of the 1923-25 
average, the lowest since 1933; steel is 
operating at only 30 per cent. of ca- 
pacity; public utilities are hopelessly 
confused and at a stalemate; and con- 
struction is only 47 per cent. of the 
1923-25 average. We are definitely 
consuming more new capital than we 
are creating; the security markets are 
at a desperately low ebb; purchasing 
power has declined disastrously; and 
the descent of industrial production has 


‘*We are moving at a great rate 
but getting nowhere very fast. 
Our present policies can scarcely 
be dignified by the word trend. 
They are more correctly charac- 
terized by the direction indicated 
by the behavior of a weather-cock 
in a whirlwind.’’ 


never been so severe, from a below nor- 
mal level. Agriculture continues to be 
supported by a heavy subsidy based on 
curtailment of output. 

Such a picture could call for analysis 
from many different angles and fur- 
nishes ample material for discussion of 
all phases of economics. Behind it all, 
however, lies the general problem of 
governmental policy toward economic 
activity. It is assumed that the objec- 
tive of government policy is to create 
conditions conducive to raising the 
standard of living in this country, and 
that we are desirous, therefore, of in- 
creasing our national wealth and in- 
come. If this is so, then the discussion 
of our present dilemma centers around 
methods, not objectives, and the prob- 
lem becomes one of examining the prin- 
ciples upon which present policies are 
based and the chances of success which 
these policies hold. It also involves the 
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type of reform necessary to cure evils 
which led to our present trouble. 


The Background of Present Policies 


Basically, the idea behind govern- 
ment policy in this country is a planned 
society. Although this was most for- 
cibly expressed by publicists and polli- 
ticians after 1932, its roots lie further 
back. 

First of all, it should be noted that 
by 1914 many changes had come about 
that called for adjustments and altera- 
tions in policy. An excellent beginning 
was made under President Wilson, but 
unfortunately this did not have the op- 
portunity of being worked out. The 


barked upon a course designed to main- 
tain our position—high tariffs, insist. 
ence on payment of war debts, and 
inflation. Speculation and credit ex- 
pansion in all lines were encouraged; 
monopolistic practices grew apace; 
high prices in many instances were 
stimulated while in others they were 
frowned upon; price rigidities became 
the order of the day; and the Federal 
Government embarked on large spend- 
ing programs in such lines as reclama- 
tion, subsidized shipping, and inland 
waterways, which added capacity to al- 
ready unused facilities. The crash was 
inevitable. The Hoover recovery pro- 
gram, in so far as it did anything, 


“The immediate factual background of the idea of planning 


was the World War. 


We mobilized under the slogan of win the 


war with banners waving and bands playing. In economic activities 


the objective of war-time organization 


yas the maximization of 


production without any regard for costs, human or otherwise—the 


impact of them came afterwards. 


. . We were forced off a 


peace standard and we have not yet got back on to it.” 


outbreak of the World War prevented 
it. 

The immediate factual background of 
the idea of planning was the World 
War. We mobilized under the slogan 
of win the war, with banners waving 
and bands playing. In economic activ- 
ity the objective of war-time organiza- 
tion was the maximization of produc- 
tion without any regard for costs, 
human or otherwise—the impact of 
them came afterwards. It was the en- 
gineer’s paradise. Production was 
forced into well-defined channels for 
a specific end, while consumers were 
rationed when necessary, and in any 
case utterly disregarded. This policy 
was astoundingly successful. It became 
a model. We were forced off a peace 
standard and we have not yet got back 
on to u. 

Our policy during the post-war period 
of prosperity was a continuation of our 
war-time arrangements. The war turned 
us, temporarily, into the workshop of 
the world and our entire structure was 
geared accordingly. We promptly em- 


simply intensified the policies which 
were supposed to have given us the 
“new era of permanent prosperity.” Un- 
fortunately, the New Deal turned out to 
be an additional dose of the same thing 
under a new guise—priming the pump, 
a balanced economy, putting a bottom 
under prices, spending our way to pros- 
perity. And it looks as though we are 
in for a repetition of the same prescrip- 
tion. The Republican leaders were bet- 
ter teachers than they dreamed. One 
reason why they have little to offer to- 
day by way of a constructive program 
is that the Democrats stole their thun- 
der by adopting practically all of the 
policies followed during the war and 
post-war periods—and added some new 
wrinkles to them. 


The International Scene 


Unfortunately, the developments in 
this country are paralleled in practic- 
ally every other country of the world, 
to a greater or lesser extent. Restric- 
tionism is the order of the day and the 
world is face to face with another and 
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more serious collapse unless the na- 
tions come to their senses and decide 
to cooperate in getting out of their diffi- 
culties. 

The gloomy outlook presented by Sir 
George Paish was reéchoed in Washing- 
ton by Secretary of State Cordell Hull 
a short time ago when he said, “Too 
many nations by making excessive ef- 
forts toward self-sufficiency are steering 
straight in the direction of an economic, 
political and social Niagara.” We 
should extend our highest praise to this 
doughty leader of the decimated ranks 
of economic liberals. 


Conditions in the world are such that 
general codperation is well-nigh impos- 
sible and a world economic conference 
would be worse than a farce. As mat- 
ters now stand it is absolutely essential 
that the democratic countries get to- 
gether on trade and finance, for with- 
out clear-cut policies on these matters 
we simply cannot hope to achieve a re- 
covery that has any foundation to it 
whatsoever. In this respect our re- 
ciprocal trade agreements should be 
roundly applauded as a step in the right 
direction. Unfortunately, they are 
check-mated at almost every turn by 
domestic policies which make the 
achievement of the ends of the recipro- 
cal treaties practically unattainable. In 
other words, the international dilemma 
is the direct result of domestic policies, 
here and elsewhere. A_ near-sighted 
domestic program is our absorbing in- 
terest. Now, as during the whole period 
since the war, we are insisting upon 
achieving recovery in the United States 
first, and of solving our foreign prob- 
lems second. This inevitably creates a 
restrictionist policy in foreign economic 
relations and, unfortunately, it does not 
stop there—it invariably results in re- 
striction at home, and that is what we 
are enjoying now. Indeed, much of 
our present domestic policy would go 
by no other name than a high or pro- 
hibitive tariff if we applied it to our 
foreign economic policy. 

So long as war debts, international 
monetary standards, and protective tar- 
iffs, remain in the present snarl, so long 
will domestic and international instabil- 
ity exist. To the solution of this stale- 
mate the United States must make the 


decisive move, simply by virtue of the 
position which she came to occupy as 
the result of the war—by virtue of her 
gold supply and her creditor position 
in war debts. To take the decisive step 
necessary to cut the Gordian knot, we 
would be compelled to abandon much 
of our present domestic policy. Conse- 
quently, it is pertinent to look at this 
picture to see what the prospects of a 
happy outcome are. If we can solve 
our internal problems without having 
to bother about the rest of the world, 
so much the better. If such a solution 
is possible, and yet in conflict with for- 
eign interests, then our course is clear, 
and we can pursue it alone. If, how- 
ever, permanent recovery depends upon 
the pursuit of internal policies that are 
basically in accord with a solution of 
the international situation, then the an- 
swer is equally clear. The crux of the 
matter, so far as we in the United States 
are concerned, is: what prospects of 
sound recovery are offered by the poli- 
cies we are now pursuing? 


Federal Recovery Policy 


The recovery policy as such, which 
we have adopted, has been based pri- 
marily on the theory that the basic 
cause of our difficulty is lack of pur- 
chasing power and that the way to pro- 
mote recovery is to force prices up by: 
priming the pump, restricting output, 
making work, forcing spending, and 
forcing prices to cover all costs. It is 
evident that this point of view assumes 
that inflation—reflation as it is euphe- 
mistically called in the most intellectual 
circles—creates purchasing power, even 
in the face of a reduced productivity, 
and that more money spent, even under 
such circumstances, on consumption 
goods will increase demand and thereby 
help restore industry to normal. 

That relief to distressed groups is es- 
sential cannot be denied, but everyone 
cannot be classed as distressed and 
everyone cannot be granted relief. Yet 
our policy, directly or indirectly, with 
one or two exceptions, has tried that 
very thing. “Priming the pump” has 
involved government deficit-spending on 
an unprecedented scale. Public works 
and relief projects have been designed 
to increase spending, and to raise 


THE B \NKERS MAGAZINE for September, 1938 219 





prices, thereby giving relief to debtors. 
This policy is interesting in the light 
of earlier condemnation of creditors. 
One wonders whether the new creditors 
will not have to be condemned in the 
future in a similar fashion. However, 
the program has failed simply because 
the money has circulated principally in 
the consumers’ goods industries and 
then has come to rest in the banks. The 
record of the heavy goods industries un- 
der this policy is bad and reémploy- 
ment has proceeded at a pace that is 
discouragingly slow. Yet, this is where 
our greatest problem of unemployment 
exists. Few would deny that the ap- 
palling rearmament programs of Eu- 
rope, while affording temporary stimu- 
lus, spell grave problems ahead and can 
do nothing to improve the standards of 


legislation which raises labor costs 
without a corresponding increase in 
output has the same effect. Policies in 
the oil and coal industries are aimed 
in the same direction and in agriculture 
we pay the farmers, efficient and in- 
efficient alike, to curtail production 
proportionately. The prevailing idea 
in regard to the self-regulation of busi- 
ness is based on the same concept. Ex. 
isting legislation on resale price main- 
tenance and unfair trade practices, if 
enforced and enforceable, can have no 
other effect than monopolistic price- 
fixing. Business and government alike 
are to blame for this suicidal and self- 
defeating policy. 

But, while pursuing this line of at- 
tack, we are engaged in huge reclama- 
tion projects designed to bring millions 


“The fact is that ‘priming the pump’ not only does nothing to 
correct the difficulties causing a depression, but actually aggravates 
the existing ones, It should be emphasized that priming the pump 
and relief are two different things, with two different goals, and 


two different methods of achieving these goals. 


We have rolled 


them into one—for the sake of simplicity.” 


living of the people of that continent. 
In spite of this, we fail to see that we 
are doing the same thing, mostly in an- 
other way. The fact is that “priming 
the pump” not only does nothing to 
correct the difficulties causing a depres- 
sion, but actually aggravates the exist- 
ing ones. It should be emphasized that 
priming the pump and relief are two 
different things, with two different goals, 
and two different methods of achieving 
those goals. We have rolled them into 
one—for the sake of simplicity. 
Restriction of output is designed to 
raise prices on the theory that we are 
producing too much and that prices are 
too low. With this in view, we have 
embarked upon a_ multiplicity of 
schemes, combining both price-fixing 
and limitation of output. The N.R.A. 
with its codes, the influence of which 
is still felt and the absence of which is 
still lamented in many quarters, was 
deliberately designed to this end. Labor 


of acres of land into use for agricul- 
ture, and, if present policies are con- 
tinued, we shall have to pay the farm- 
ers, placed upon those lands, to curtail 
their output. Similarly, we are again 
endeavoring to embark upon _ the 
St. Lawrence River project, although 
experts on both sides of the line are 
against it. In all probability, too, some 
further aid will be given to intercoastal 
shipping in the near future. All this 
is in spite of the fact that we have an 
excess of transportation facilities, are 
endeavoring to increase railroad income 
by raising freight rates, and are faced 
with a desperate problem of maintaining 
railroad solvency. In a similar cate- 
gory is our timber conservation pro- 
gram. We are endeavoring to conserve 
our timber resources for future genera 
tions, protesting against the high price 
of timber products, and trying to stimu- 
late home building by lower building 
costs, while at the same time we main- 
tain a high tariff against the timber 
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products of our neighbors to the north 
who are begging for markets. 

The theory of the make-work program 
is based upon the same idea of increas- 
ing purchasing power. A policy based 
upon the notion that a shorter work- 
week with the same pay check, assum- 
ing no corresponding increase in 
productive efficiency, will increase pur- 
chasing power utterly fails to grasp the 
fact that increased national income can 
come only from increased productivity. 
It rests upon the fallacious assumption 
that if you employ two men to do what 
one did before and pay them twice the 
wages for doing it, you have increased 
purchasing power, whereas actually no 
increase has occurred at all. One of 
the men might just as well be em- 
ployed to dig a hole in the side of a 
hill and carefully fill it up again. To 
be consistent in our make-work policy, 
we should abolish all machinery wher- 
ever possible, and substitute, not picks 
and shovels, but pickle forks and coffee 
spoons. 

In the same vein, until recently, our 
tax legislation contained punitive tax 
provisions on corporations failing to 
distribute most of their profits to stock- 
holders on the hypothesis that dividends 
in the hands of stockholders add to con- 
sumer spending power but profits re- 
tained in business remain unspent. Re- 
habilitation is evidently a crime. 

If spending and make-work programs, 
of themselves, can do anything towards 
creating prosperity, then the recent 
flood disaster in Southern California, 
apart from the loss of life, should be 
regarded as an unmixed blessing. Cer- 
tainly, on the theory on which we are 
now operating it could not be consid- 
ered an unmixed evil. 

_ Little of what I have been saying 
is startlingly new. It has been sub- 
scribed to by the high priests of indus- 
try, government and reform alike. 
Henry Ford taught us to say “High 
Wages make prosperity”; Calvin Cool- 
idge counselled a high tariff policy to 
preserve the American standard of liv- 
ing; Herbert Hoover, in November, 
1929, urged business to maintain wages, 
employment and prices and later signed 
one of the highest tariff bills in our 
history, to help out. We are still “on 
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our way.” The bad reasoning and slo- 
gans we used, have certainly had their 
effect. The cart looks the horse 
squarely in the face. 


Our Regulatory Program 


Although it is difficult to separate re- 
covery, reform, and regulation, because 
they go hand in hand in many respects, 
and because much of our recent legis- 
lation has combined all three, the meas- 
ures I have discussed have been aimed 
primarily at promoting recovery. Cer- 
tain other aspects of our policy deserve 
mention because they relate more di- 
rectly to the regulation of business than 
to recovery as such, 

One aspect of regulation that has 
attracted a great deal of attention in 
recent years, concerns our public util- 
ities. In spite of this, we are, today, 
floundering in a veritable slough of 
despond with scarcely anything that re- 
sembles a coherent public policy in 
regulation, taxation or ownership. The 
perennial railroad problem looms 
larger than ever, while the other pub- 
lic utility industries face problems no 
less prominent and no less certain as 
to outcome. Regulation is heterogene- 
ous; the legal situation is decidedly un- 
satisfactory; and public ownership is 
both threatening and hesitant at the 
same time. While our general policy 
aims at raising prices, reducing excess 
capacity, and encouraging spending, the 
reverse is being attempted in local util- 
ities. We are constantly driving for 
lower rates, and carrying out huge Fed- 
eral projects that will create excess fa- 
cilities in every instance and undermine 
private investment. The result is com- 
plete discouragement to an industry, 
the development of which could easily 
give strong impetus to a healthy re- 
covery. Private investment is discour- 
aged by a threat of competition that is 
manifestly unfair and in spite of new 
capital requirements, estimated at two 
billion dollars, expansion is at a stale- 
mate because neither business men nor 
investors have any certainty as to the 
future. At the same time, our Federal 
regulatory policy is inconsistent and 
working at cross-purposes. Three dis- 
tinct agencies, mutually contradictory 
even on fundamentals, control the field, 
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namely the Federal utility commissions, 
the Securities and Exchange Commis- 
sion and Public Power Authorities. 

The same remarks with a slight 
change of emphasis apply to the trans- 
portation field. Apart from the regu- 
lation of motor carriers, nothing con- 
structive has been done for years, and 
today, the one positive step that could 
be taken to make the railroads self- 
sustaining, to wit, strict retrenchment 
in operating expenses, is practically de- 
barred. 

The other major aspect of our regu- 
latory policy is equally confusing. A 
short time ago President Roosevelt de- 


in to our general program of recovery, 
however, is just a little bit difficult for 
a poor economist to comprehend. Al 
Smith once said, “The only place you 
can ride two horses at the same time 
is in a circus.” To ride a whole herd 
at once would be too much, even for 
Oscar the Octopus. 

The provisions contained in our re- 
sale price maintenance legislation, un- 
fair trade practices acts, coal and oil 
legislation, various price-fixing schemes 
and some aspects of our labor legisla. 
tion, can result only in monopoly, con- 
fusion and controversy. The worse 
than half-hearted enforcement of our 


“Had we carefully and deliberately designed a policy calculated 
to defeat the aims we profess, we could not have achieved greater 


success than is now evident. 


Inconsistency and animosity are our 


keynotes and a stalemate is the major chord.” 


livered a lengthy address to Congress 
on the subject of monopolies. In that 
speech he roundly condemned private 
monopolies and concentration of eco- 
nomic power in the hands of a few 
business men. He advocated among 
other things, not only a more thorough- 
going enforcement of existing anti-trust 
laws, but also an expansion of present 
legislation. The trust-busting speeches 
and writings of the present Solicitor- 
General, and of the new head of the 
anti-trust division of the Federal De- 
partment of Justice, while considerably 
more vitriolic, have been aimed in the 
same direction. All this is to be en- 
dorsed. We urgently need, in this 
country, a breakdown of monopolistic 
practices and monopolistic price struc- 
tures. But the breakdown must be in 
every line if it is to be effective. To 
single out a few special cases as ex- 
amples will not suffice. How a trust- 
busting campaign can possibly be fitted 


anti-trust laws makes the situation that 
much more perplexing. 


Conclusion 


Space does not permit the analysis of 
many other phases of our present di- 
lemma. Unfortunately, the whole pic- 
ture is a rather sorry one—good ideas 
and intentions (or at least good expres- 
sions of intentions) hopelessly mis- 
directed. Had we carefully and de- 
liberately designed a policy calculated 
to defeat the aims we profess, we could 
not have achieved greater success than 
is now evident. Inconsistency and ani- 
mosity are our keynotes and a stalemate 
is the major chord. We are moving at 
a great rate but getting nowhere very 
fast. Our present policies can scarcely 
be dignified by the word trend. They 
are more correctly characterized by the 
direction indicated by the behavior of 
a weather-cock in a whirlwind. 
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A simplified insurance 
premium financing plan 


Co-operation by two hundred insurance 
companies aids plan for local banks 


HE financing of insurance pre- 
gies which enables the insured 

to pay premiums in convenient in- 
stalments, is a growing source of rev- 
enue for local banks. 

In 1936, premiums on fire and 
casuatty insurance amounted to nearly 
two billion dollars. Of this amount, 
about $380,000,000 were financed by 
various finance companies, by banks, or 
by agents and brokers extending credit 
to their assureds through their own bank 
credit. As this accommodation becomes 
more widely known and accepted, the 
volume of financed premiums will un- 
doubtedly increase. 

It is estimated that defaults in this 
class of loan are but 1/10th of 1 per 
cent. And the security, in the form of 
unearned premiums, is cash. 


An Opportunity for Service 


There are several excellent reasons 
why loaning money to finance pre- 
miums is particularly adaptable to the 
local bank. 

Insurance agents, for the most part, 
do not relish tying up their own funds 
in the extension of credit to their cus- 
tomers. Moreover, agents realizing that 
banks place a large volume of insurance 
with them, welcome this chance to re- 
ciprocate by directing good business to 
their bank customers. Of perhaps 
greater importance is availability—the 
local bank is more convenient. Being 
close at hand, it can render better serv- 
ice. By financing premiums, the bank 
is of definite assistance to insurance 
agents and brokers. 

The bank also renders service to local 
business men by providing credit ma- 
chinery designed to meet the require- 
ments of premium financing. In many 
communities, no adequate machinery 
for this purpose is available. 
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From the bank’s standpoint, premium 
financing makes possible a further ex- 
tension of banking services among its 
own customers, In addition, it cannot 
help but widen the bank’s contacts with 
local business men who may be de- 
positors in another institution not 
equipped to accommodate financed pre- 
miums. 


Need for a Uniform System 


Insurance premiums are being suc- 
cessfully financed by a number of fi- 
nance companies. But individual banks 
have found it cumbersome to set up 
their own individual systems. The 
profit on the volume of potential busi- 
ness within each bank’s separate sphere 
of influence has been greatly restricted 
because of the initial effort required by 
an individual bank in setting up a com- 
prehensive system. 

There was, therefore, a need for a 
simple, uniform system, adaptable to 
all banks—a system that would have 
the requisite groundwork already laid. 

Such a system has been devised by 
Allan C. Stevens, a general insurance 
agent of White Plains, N. Y., and presi- 
dent of the Great Eastern Fire Insurance 
Company. The Stevens Plan, first made 
available to banks in April, 1938 is 
now being used by more than forty 
representative banks scattered through- 
out fourteen states. 


The Stevens Plan 


The heart of this plan is a letter 
which has been written by each one of 
the insurance companies agreeable to 
participating in it. This in itself is 
evidence of the willingness of these 
companies to codperate in establishing 
a uniform system to conduct this type 
of business, even though the trans- 
actions are almost entirely between 
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local insurance agents and local banks. 

The letter is addressed to The Peoples 
National Bank and Trust Company of 
White Plains, which acts as depository 
of it and will certify as to its contents. 
The letter reads: 


Dear Sirs: 


It is our desire to co-operate fully with 
banks using the form of note and assign- 
ment printed on the reverse side hereof, in 
the financing of insurance premiums on 
policies and/or bonds issued by this com- 
pany, or its duly authorized agents, pro- 
vided, however, our requirements are ful- 
filled by the individual banks financing 
premiums on our policies and/or bonds for 
our insureds. These requirements are: 

(a) The banks financing the premiums 
must send us promptly a copy of each note 
and assignment executed by insureds of this 
company; and 

(b) The banks must pay to our agents 
issuing and countersigning the policies the 
full premium due under each policy within 
forty-five (45) days from the date of the 
policies unless we desire the payment of 
the full premiums to be made directly to us, 
in which event we will so advise banks prior 
thereto and as soon as possible after re- 
ceipt of the copy of each note. 

In each case where banks have fulfilled 
the requirements as aforementioned and 
otherwise as provided in the note and as- 
signment printed on the reverse side hereof, 
this Company itself or through its author- 
ized agents will respect and comply with 
all provisions of such note and assignment 
applicable to it including the provisions set 
forth in paragraph five (5) thereof. 

We request you to act as depository of 
this letter and to certify these facts and 
the contents hereof for the benefit of in- 
terested banks. 


The importance of the above letter 
is obvious when it is realized that The 
Peoples National Bank and Trust Com- 
pany has more than two hundred such 


insurance companies. Thus, a_ local 
letters from an equal number of leading 
bank, using this system, can write one 
letter to this bank and obtain a certifi- 
cation of the statements made by some 
two hundred insurance companies. 
Furthermore, each insurance company 
by writing one letter to the depository 
bank can avoid the tremendous detail 
of making separate arrangements with 
two hundred, or ten thousand, banks 
desiring to embark on premium financ- 
ing. 

Of course, there are several hundred 
more fire and casualty insurance com- 
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panies who have not filed a letter with 
the Peoples National Bank and Trust 
Company, for at least two reasons: 
(1) only nationally known companies 
where asked to file the letter, and (2) 
the few nationally known companies 
who have not signed, prefer to give a 
bank individual approval of each trans- 
action. This is done by means of a 
stub on the bottom of a duplicate note, 
which upon receipt by insurance com- 
panies is signed, detached, and mailed 
back to the financing bank. Smaller 
insurance companies operating in a 
limited territory, not asked to sign the 
letter, can similarly acknowledge each 
individual transaction. 


Note and Assignment 


The note and assignment referred to 
in the letter is to be executed by the 
insured in favor of the bank. In ad- 
dition to being a promise to pay a 
specified sum, in a specified manner, 
in a specified period of time, it author- 
izes and directs the bank to: 
1—pay specified premiums to specified in- 
surance companies, or their agents. 
2—collect any return premiums due. 
3—cancel the policies ten days after default, 
and 

4—collect any unearned premiums due. 

5—have its name included in loss payment 
checks under certain conditions when 
possible. 

6—return any unapplied surplus to the 
maker of the note. 


It assigns to the bank and authorizes 


the insurance company to pay to the 
bank: 


1—any return premium that may become 
due. 

2—any unearned premium due from can- 
cellation. 

3—any loss payable to the insured which 
reduces or voids the unearned premium, 
subject to prior interest. 


Banks Are Protected 


Thus the insurance companies are 
granting the very maximum of protec- 
tion to the bank. They recognize the 
note as a valid assignment of return 
premiums and unearned premiums. 
They agree to pay to banks the um 
earned premiums in the event of default 
resulting from cancellation. They will 
include the bank’s name in checks, oF 
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MESSENGERS OF COMMERCE 


— the cable department of the Chase 
National Bank, correspondent banks and their 
customers are only a few minutes away from distant 


world markets and trade centers. 


Day and night, Chase cables—swift messengers of 
commerce—carry funds to and from all parts of the 
world... . pay for export and import shipments .... 
buy and sell foreign exchange... . seek and supply 


trade or tariff data... .establish credit relationships. 


The time and money this service saves Chase 
correspondent banks are often important factors in 


the successful transaction of their foreign business. 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 
Member Federal Deposit Insurance Corporation 
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drafts, which are issued in payment 
of losses, if they reduce or void the 
unearned premium, subject to a mort- 
gage interest. 

In the event a loss is less than the 
amount of the mortgage, and if the 
mortgagee demands payment to him 
only, the bank financing the premium 
cannot be named in the loss check or 
draft. However, a bank can protect it- 
self against such a possibility, should 
the occasion demand, by requesting the 
insured to insure the unearned pre- 
mium. This can easily be done for a 
very nominal additional premium by 
attaching an unearned premium insur- 
ance endorsement to the policy. 


In Case of Default 


Should an instalment due not be 
made, the bank first advises the agent 
who will assist in collecting. He loses 
his unearned commission if the policy 
is cancelled. If collection is not made 
in ten days, the bank requests the agent 
to cancel the policy and remit the un- 
earned premium. If this is not re- 
ceived, the bank so notifies the insur- 


ance companies involved who will pay 
the unearned premiums due in accord- 
ance with the agreement made under 
the system. 


A Complete System 


The Stevens Plan, available to banks 
for a nominal charge, is complete. It 
includes a certified copy of the letter 
written by a large number of insurance 
companies (principally fire) to the de- 
pository bank. It includes a certified 
copy of a letter written by other insur- 
ance companies (principally casualty), 
which varies somewhat in _ technical 
wording, to Allan C. Stevens who acts 
as depository in this case. It includes 
a supply of note forms, both original 
and duplicate. Also included are a rate 
chart and work sheets for quick cal- 
culations of premiums, down payments, 
interest, and instalments. Incidentally, 
a number of premiums on a number of 
policies may be financed in one lump 
sum by dating the note to coincide with 
the date of the oldest policy. A book- 
let which explains the system in detail 
is also included. 
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What About the Insured? 


By financing premiums the insured 
can actually save money because he 
can buy a longer term policy at a lower 
yearly rate. 

For example, the annual premium 
on a certain policy is $200. In three 
years, the annual premiums would total 
$600. 

But the same policy, taken for a three 
year period, carries a premium of but 
$500, the saving on the term insurance 
being $100. 

The insured can’t pay $500 immedi- 
ately so he goes to his agent who takes 
him to the local bank and works out 
the financing of this premium over a 
period of twenty-eight months. 


The premium on the three-year policy 
being $500, the bank collects a down 
payment of $60, leaving a balance due 
of $440. 


By using the rate chart, the monthly 
payment amounts to $16.86 for the 
twenty-eight months, or $472.08. This 
figure includes interest charges of 
$32.08. 

The down payment, plus balance due 
including interest amounts to $532.08. 
The insured is covered for three years 
because he has bought a_ three-year 
policy. If he bought the same coverage 
at the annual premium, it would have 
cost him $600 for his three-year cover- 
age. By financing his premium, paying 
$32.08 in interest, he has made a net 
saving of $67.92. 

The system provides for many terms 
of financing. The example given, 28 
monthly payments, is the maximum 
period under a three year policy. Pay- 
ments may be made in any number of 
monthly installments from four to 
twenty-eight under a three year policy. 
Also payments may be made quarterly, 
semi-annually, and annually on two, 
three, four and five year policies, all 
of which are provided in the rate chart. 

However, the percentage of down pay- 
ment shown on the rate chart is ample 
earned premium, so that in the event 
of cancellation because of default, the 
unearned premium paid by the insur 
ance companies will always equal or 
exceed the unpaid balance of the note. 
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A Well-Rounded Service 


Financing insurance premiums helps 
all parties. It helps the insurance com- 
panies to give the insured complete and 
adequate coverage. It helps the insur- 
ance agent to do the same thing, and 
also relieves him from the burden of 
tying up his own funds in extending 
credit to his customers. It helps the 
insured to buy term coverage at a sub- 


stantial saving in premium cost—a sav- 
ing far greater than the interest charges 
of financing a single term insurance 
premium. It helps the bank in render- 
ing more diversified service to its com- 
munity, in extending its contacts among 
local business men, and_ increasing 
profitably its loan volume. For banks 
engaged in the financing of insurance 
premiums obtain 6 per cent. cash- 
secured, self-liquidating loans. 


Betty Higden and publie relief 


LD and poor as Mrs. Betty Higden 
was, she was firm of purpose. And 
that purpose was that never, in 

life or in death, should she be made the 
object of public relief. Nor would she 
permit friends to assume responsibili- 
ties*that belonged, as she believed, to 
herself alone. Poverty, sickness and 
death failed in breaking this resolution. 

It has been said that Betty Higden 
was poor. But that lack of worldly 
goods did not lessen her humanitarian 
impulses nor prevent their practical 
application. For out of her scanty in- 
come as a washerwoman homes were 
provided for two outcasts. Both were 
boys. One of them, named Johnny, died 
in infancy. The other, named Sloppy 
—a name given because the weather 
when he was found partook of that 
character—grew up to be a _ strong 
helper to Betty in her work. But this 
boy had a chance to get better employ- 
ment, though in taking it he refused 
to give up his work with the woman 
who gave him a home. Betty, feeling 
that both jobs were beyond the boy’s 
strength, did all she could to persuade 
Sloppy to quit his job at the mangle. 
This he refused to do. And Betty, feel- 
ing that there was no other way, re- 
solved to close her laundry and run 
away. Before telling of what happened 
as the result of this course, let us see 
what kind of woman Betty was. 

“She was one of those old women, 
was Mrs. Betty Hingden, who by dint 
of an indomitable purpose and a strong 
Constitution fight out many years, 
though each year has come with its new 
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knock-down blows, fresh to the fight 
against her.” 

“You must tell me what I can do 
for you, Betty, my friend,” . . 
today, next time.” 

“Thank you all the same, ma’am, but 
I want nothing for myself. 


. “if not 


I can work. 


The Editor of THE BANK- 
ERS MAGAZINE when not 
delving into learned tomes on 
banking and finance is apt to 
seek solace in the pages of the 
Victorian writers, particularly 
Charles Dickens. In re-reading 
‘‘Our Mutual Friend’’ the other 
day he was struck by the amaz- 
ing pertinence of the story of 
Betty Higden which seems to 
convey a lesson for the times. 
Read this tale of one who spent 
her life ‘‘standing on her own 
feet.’’ 


I’m strong. I can walk twenty miles if 
I’m put to it.” 

“Yes, but there are some little com- 
forts that you wouldn’t be the worse 
for.” 

“But I couldn’t take anything from 
you, my dear. I never did take any- 
thing from anyone. It ain’t that ’m 
not grateful, but I love to earn it 
better.” 


And so, persisting in her resolution 
to help Sloppy by running away, Betty 
set out as a wandering merchant, with 
a stock of goods represented by some 
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of her own’ handiwork, and other little 
odds and ends of trade. At roadside 
crossings, market towns and country 
fairs, she sold enough out of her small 
stock to pay for food and respectable 
lodgings. But at last wearied by age 
and her journeyings, she fell ill. Kind 
hands offered aid, but this was declined, 
and she went on until she could go no 
further. Foreseeing that her journey 
might be a final one, she had pinned 
in her dress a letter, giving funeral 
directions, and exacting a pledge that 
for her burial no more should be spent 
than the amount enclosed in the letter. 

Betty, lying at the foot of a tree 
near the roadside, with her basket of 
goods on the ground, was found by a 
young girl going home from her work 
at the paper mill. Let the close of 
this story be given by Charles Dickens. 


“Dare I lift you?” 

“Not yet.” 

“Not even lift your head to get it 
on my arm? I will do it by very gentle 
degrees. You shall hardly feel it.” 

“Not yet. Paper. Letter.” 

“This paper in your breast?” 

“Bless ye!” 

“Let me wet your lips again. 
to open it? To read it?” 

“Bless ye!” 

She reads it with surprise and looks 
down with a new expression and an 
added interest on the motionless face 
she kneels beside. 

“I know these names. 
them often.” 

“Will you send it, my dear?” 

“IT cannot understand you. Let me 
wet your lips again, and your fore- 
head. There. O poor thing!” These 
words through her fast dropping tears. 
“What was it that you asked me? Wait 
till I bring my ear quite close.” 

“Will you send it, my dear?” 

“Will I send it to the writers? Is 
that your wish? Yes, certainly.” 

“You'll not give it up to anyone but 
them?” 

“No.”’ 

““As you must grow old in time, and 
come to your dying hour, my dear, 
you'll ‘not give it up to anyone but 
them?”, 

“No. 
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Am I 


I have heard 


Most solemnly.” 


“Never to the Parish!” with a con- 
vulsed struggle. 

“No. Most solemnly.” 

“Nor let the Parish touch me, nor 
yet so much as look at me!” with an- 
other struggle. 

“No. Faithfully.” 

A look of thankfulness and triumph 
lights the worn old face. The eyes, 
which have been darkly fixed upon the 
sky, turn with meaning in them toward 
the compassionate face from which the 
tears are dropping, and a smile is on 
the aged lips as they ask: 

“What is your name, my dear?” 

“My name is Lizzie Hexam.” 

“I must be sore disfigured. Are you 
afraid to kiss me?” 

The answer is the ready pressure of 
her lips upon the cold but smiling 
mouth. 

“Bless ye, Now lift me, my love.” 

Lizzie Hexam very softly raised the 
weather-stained gray head, and lifted 
her high as heaven. 
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METERED SERVICE CHARGES 


THE metered service charge system 
has been adopted by the Central 
New Hampshire Clearing House Asso- 
ciation. Under the new plan a charge 
of $1.00 allowing 20 items will be made 
on all accounts with an average balance 
under $100; $100 to $200, 50 cents with 
15 items; $200 to $300, no charge for 
ten items; $300 to $400, no charge for 
15 items; $400 to $500, no charge for 
20 items. For additional items over 
the number allowed the charge will be 
four cents each. A special analysis will 
be made of all accounts having a bal- 
ance of over $500 or having unusual 
activity. 

The following six banks, members of 
the Central New Hampshire Clearing 
House Association, have adopted the 
metered system: Laconia National Bank, 
Peoples National Bank of Laconia, 
Lakeport National Bank, Pemigewasset 
National Bank of Plymouth, First Na- 
tional Bank, Bristol, and the Meredith 
Trust Company. 
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Some thoughts on commercial 
bank loan policy 


By Georce H. GREENWooD 
President, The Pacific National Bank of Seattle, Wash. 


E hear much criticism of banks 

these days on the ground that 

they have been unwilling to make 
loans, and we recently heard the head 
of the Reconstruction Finance Corpora- 
tion take the banks to task for not ex- 
tending loans in many directions, claim- 
ing that the rapid growth of finance 
companies during the last quarter cen- 
tury was evidence that the banks were 


neglecting their duty in providing types - 


of credit that the public needed and 
could use profitably. Whatever the 
merits of the criticism, it suggests that 
this able public official may be in the 
process of being converted to the cur- 
rent belief that the debtor is worth 
more consideration than the creditor 
and that banks should be operated in 
the interests of the borrowers rather 
than depositors. It is somewhat re- 
assuring to note that reference to the 
figures of the bank of which he is a 
director does not justify this fear. 

Have the bankers been hoping against 
hope that business would gradually im- 
prove; that more commercial loans 
would present themselves; and that by 
following a waiting policy they might 
serve themselves and the public to the 
best advantage? Or have they been 
neglectful of opportunities to improve 
earnings by reaching out into fields of 
credit heretofore untouched by banks? 
Are bankers still obsessed by the idea 
of liquidity even in the face of the fact 
that the Federal Reserve Act has been 
liberalized to a point where almost any 
asset that can be classified as sound will 
be available as collateral? 

As applying to this last point, one or 
two observations may be in order. 
First, that it was the banks which were 
liquid which came through the dark 
days of 1932 and 1933 successfully 
with the minimum of capital adjust- 
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ment; and, secondly, that bankers who 
intend to rely on artificial liquidity 
through broadened rediscount and bor- 
rowing privileges cannot expect to re- 
tain their quick assets and give the 


_ Federal Reserve Bank their slow assets; 


but must rather expect the Federal Re- 
serve Bank will demand, first, the quick 
assets and later when the first class has 
been exhausted will consider the ac- 
ceptance of the less desirable type. It 
would seem, therefore, that liquidity as 


Bank lending is not a haphazard 
operation and must not be so 
regarded. It is only by follow- 
ing a well defined set of prin- 
ciples that we can hope to lend 
successfully and profitably. This 
article is based on a recent ad- 
dress made by the author before 
Oregon bankers. 


represented by a goodly proportion of 
sound, short-term assets is still a desir- 
able feature of commercial banking. 


Types of Loans Available 


May we glance briefly at a few of 
the different types of loans in which 
banks have been urged to enter and 
examine them, perhaps a little super- 
ficially, with a view to determining 
whether they represent a desirable type 
of business. 

First of all, there is the field of con- 
sumer credit. This field comprises small 
personal loans, the financing of auto- 
mobile purchases and sundry smaller 
items of household equipment. The se- 
curity is usually represented by a lien 
upon the equipment or in the case of 
unsecured loans by an endorser or co- 
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maker. Such loans are usually in small 
units and run for periods of from twelve 
to twenty-four months. Usually they 
are reduced by monthly payments. The 
experience of finance companies organ- 
ized to take care of this-type of busi- 
ness indicates that the percentage of 
default is extremely low and the rate of 
interest is higher than on strictly com- 
mercial loans. However, the expense 
of credit investigation and of handling 
such paper is also substantially higher 
and the fact that it is represented by 
small units would seem to indicate that 
in order to be genuinely profitable a 
substantial volume must be secured. 
Special experience and preparation are 
needed in the individuals selected to 
handle this type of paper. I believe it 
has been the experience of most banks 
who have gone into this field that, given 
sufficient volume,*it is a profitable op- 
eration. Once a satisfactory volume 


has been built up, the sum total of 
monthly payments makes this type of 
loan‘ fairly liquid; and if a banker 
makes up his mind that conditions in 
his ‘community and in his own institu- 
tion justify undertaking this class of 
business, experience has shown that it 


can be safely done. 

Perhaps some consideration should 
be given in this connection to the social 
desirability of the use of consumer 
credit. Up to the past few years banks 
have given their attention primarily to 
financing production and distribution, 
and ‘the financing of consumption has 
been a field that bankers have left de- 
cidedly alone. In spite of the fact that 
the experience of those engaged in the 
financing of consumption indicates that 
it is a safe field of operation, would 
its extension through the use of bank 
deposits to finance it have good or bad 
social effects? 

Speaking personally, I must confess 
that all of my instincts rebel at the 
wholesale pledging of future individual 
income which is involved in such 
financing. On the other hand, my rea- 
son tells me that the record of such 
financing over a number of years has 
been good and that, therefore, if banks 
will operate in this field conservatively 
and will select their risks carefully, both 
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social and economic effects are likely 
to be good rather than bad. There re- 
mains, therefore, only the question of 
whether the bank desires to go into this 
field, which may be classed as the retail 
banking field, or prefers to remain in 
the wholesale banking business, in 
which case the banker prefers to finance 
dealers rather than purchasers of auto- 
mobiles and other household appliances 
and prefers to finance companies en- 
gaged in this special work rather than 
individuals themselves. The latter 
course of operation must of necessity 
be at a substantially lower rate but the 
expense and loss ratio will also be 
lower and the result may not be greatly 
different. 


Another classification of loans into 
which banks have entered, and can still 
engage in under the present law, are 
those sponsored by the Federal Housing 
Administration. Here again a bank has 
the choice of going into this kind of 
lending on a wholesale scale, accepting. 
loans indiscriminately, and relying on 
the insurance feature for protection. In 
all probability this is a reasonably safe 
operation but inevitably there will be 
more grief for the banker if this course 
is followed than if he passes on each 
risk separately and makes fewer but 
better loans. As far as I have any in- 
formation or experience, loans under 
Title I of the Housing Act, the so-called 
modernization loans, have worked out 
well, particularly where only selective 
risks have been taken. Of course it is 
much too early to determine the record 
of Title 2 loans. Here again the con- 
servative instinct of every banker would 
rebel at loans up to 90 per cent. of the 
appraised value of any piece of prop- 
erty. My own inclination is for com- 
mercial banks to make loans under 
Title 2 only in exceptional cases, and 
to leave that class of business primarily 
to savings banks or savings and loan 
associations, which are especially or- 
ganized for the purpose. No matter 
how good these loans may ultimately 
be, for a commercial bank to place in 
its pouch any large percentage of ten, 
fifteen or twenty year mortgage loans 
seems to me such a departure from the 
principles of commercial banking as to 
be dangerous in the extreme. 
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Insurance Loans 


A third classification of loans into 
which banks have been entering rather 
gingerly and tentatively, and which 
probably cannot be secured on a very 
large scale, is represented by loans 
based on the cash surrender value of 
life insurance policies. There are cer- 
tain legal features surrounding such 
loans which cannot be taken up in a 
discussion of this type but let it be 
said briefly that if such loans are pro- 
tected by an absolute assignment of the 
policies, in which owner and beneficiary 
join, and further if a regular program 
of reduction can be set up, they have 
proven very satisfactory in many in- 
stances. Each insurance company has 


funds in such paper, the percentage be- 
ing governed entirely by the conditions 
in that particular bank. 

So far as I have been able to deter- 
mine, these are about the only types of 
loans that present themselves to banks 
at this time that have not already been 
pretty well explored. I think we must 
assume that in their effort to maintain 
a proper volume of earning assets. 
banks have gone as far as it is possible 
in the direction of lending funds to 
commercial borrowers, to farmers, when 
located in agricultural sections; and to 
holders of marketable collateral who 
can deposit an adequate margin of such 
collateral. If banks are to increase 
their earning assets by increased loans 
there seem to be open to them only the 


“I think we must assume that in their effort to maintain a 
proper volume of earning assets, banks have gone as far as it is 
possible in the direction of lending funds to commercial borrowers, 
to farmers, when located in agricultural sections; and to holders of 
marketable collateral who can deposit an adequate margin of such 


collateral.” 


its own methods and regulations. Every 
policy must be treated as a separate 
transaction and all proper safeguards 
must be observed. Assuming this, I am 
of the opinion that banks can invest a 
substantial portion of their deposits in 
such loans at a slightly lower rate than 
the insurance companies themselves 
charge, and that if a reasonable collec- 
tion policy is followed these will prove 
a satisfactory outlet for bank funds. 
Another classification of loans which 
is gradually increasing is that of so- 
called intermediate loans; that is, loans 
to operating concerns, generally secured 
by a chattel mortgage on machinery or 
equipment, running from one to five 
years, on a regular schedule of amortiza- 
tion. Such loans must be based on the 
company’s general financial responsi- 
bility as well as upon the specific se- 
curity and the company must have had 
a record of successful operation and 
must possess able management. Under 
all of these circumstances, I believe a 
bank may safely invest a portion of: its 


classifications above referred to. If 
they decide to attempt to secure a sub- 
stantial volume of such loans what 
should be their policy and what settled 
or definite course should they adopt and 
follow? 


Four Principles to Keep in Mind 


An entrance into any one of the fields 
mentioned must involve the extension of 
credit on longer terms than banks have 
indulged in in the past and yet those 
longer terms may be not so much 
longer after all. When ‘commercial 
banks have extended a line of credit for 
a year, they have usually not expected 
liquidation more than once in twelve 
months and such liquidation has been 
deemed entirely satisfactory. .When 
banks in agricultural communities have 
extended credit to farmers, they have 
never anticipated liquidation more 
often than seasonally, and even an occa- 
sional: carry-over’ has not’ worried 
either class of banks; therefore. it does 
not seem to me that banks-need to be 
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very badly worried at loans which by 
their terms run one or two years. How- 
ever, as stated earlier, an appreciable 
degree of liquidity must be considered 
essential to a commercial bank, and 
therefore as it increases its longer term 
commitments it seems to me that it is 
necessary to increase at the same time 
its short term investments. Therefore, 
to balance an increase in long term 
loans in any of the classifications men- 
tioned, the bank should at the same 
time increase its investment in commer- 
cial paper, bankers’ acceptances or 
short term securities of a similar char- 
acter in order to retain that essential 
liquid position. This, it seems to me 
should be the first article in the creed 
of the banker who is going to attempt 
to increase his loans in any of the fields 
mentioned. 


The second article should be, I be- 
lieve, that no insurance protection of 
whatever character should be permitted 
to act as a substitute for sound lending 
principles. I say this not with the idea 
of reflecting in any way upon the pro- 
tection of insurance as at present 
offered but rather with the idea that if 
a banker lets down his guard, as it 
were, in these circumstances it must in- 
evitably follow that, being human, he 
will lower his standards in other fields 
where such protection does not apply. 
It is necessarily the case, unfortunately, 
that at the times when bankers endeavor 
to increase their loans, they are prone 
to increase their risks and some times 
the results are disastrous. Therefore, 
sound lending principles as to ap- 
praisal of collateral and also appraisal 
of the factors relating solely to the 
borrower must continue to be followed. 


Third, it is axiomatic that the longer 
the term of a loan is, the greater the 
risk. It is difficult enough to look ahead 
ninety days in these times and the man 
who can successfully predict the course 
of business for twelve months is excep- 
tional. He who presumes to look ahead 
five, ten and fifteen years cannot do 
so with any degree of certainty; there- 
fore, the reserves for losses set up to 
take care of long term commitments 
should be larger than those set up for 
ordinary short term loans, because the 
loss will inevitably be greater no mat- 
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ter how much care is exercised when 
the loan is made. 

Fourth, none of these long term com- 
mitments should be made without a 
definite understanding as to the method 
of. payment. Every loan should be 
amortized on a schedule that will be 
fair to both bank and borrower. Only 
thus can a bank be assured of an inflow 
of funds to take care of seasonal or 
emergency withdrawals. 

I believe that if these four principles 
are set up as a policy which can be 
adopted and followed by a bank, it may 
safely enter upon these new lending 
fields; but for an institution to attempt 
to secure business of this character on 
any basis other than one similar to this 
seems to me to invite disaster. In 
spite of exhortations to lend and to in- 
vest and in spite of unflattering com- 
parisons with finance companies, banks 
must still adhere to the old principle 
that they are not entirely private in- 
stitutions, but that the fact they lend 
depositors’ funds gives them a public 
character which they must never over- 
look. To a degree they can accommo- 
date themselves to borrowers’ inclina- 
tions but in the last analysis they must 
be governed by the sense of trusteeship 
which has prevailed in all good banks, 
and as they modify and change the 
character of their loans they must at 
the same time establish a policy that 
will protect those loans. Bank lending 
is not a haphazard operation and must 
not be so regarded. It is only by fol- 
lowing a well defined set of principles 
that we can hope to lend successfully 
and profitably. 
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A FINANCIAL LIFE PRESERVER 


One of the finest life preservers for the 
future, in the event we do issue too 
many bonds and too much currency, 
would be a system of independent State 
banks with deposits secured by local 


assets. If the unexpected happened to 
Federal credit and Federal money went 
to a discount, a system of independent 
State banks could be used as a nucleus 
upon which to rebuild our banking 
system.—Phil S. Hanna, editor, Chicago 
Journal of Commerce. 


THE BANKERS MAGAZINE for September, 1938 





Should the bank auditor or comp- 
troller be qualified to appraise 
loans and investments? 


By Z. G. FENNER 
Chief Examiner, Federal Reserve Bank of Philadelphia 


I 


The Responsibility of the Bank Audi- 
tor or Comptroller for Ap- 
praisal of Assets 


HERE are rather wide differences 

of opinion as to whether bank audi- 

tors and comptrollers should con- 
cern themselves with appraisals of a 
bank’s assets. It is my understanding 
that it is their practice generally to 
disclaim any responsibility in the 
matter of appraisals, holding to the 
theory that their duties pertain to a 
verification of the bank’s assets and 
liabilities, to a verification of income 
and expenditures, to the detection of 
errors, manipulations and misappro- 
priations, and to the provision of sys- 
tems of accounting and control which 
will permit most efficient operation. 

To me it does not seem unreasonable 
to assume that the bank auditor has a 
responsibility for the appraisal of 
assets. One of the primary purposes 
of an audit is to ascertain the actual 
financial condition and earnings of an 
enterprise. You, as a banker, would be 
the first to criticize an audit report 
submitted by an applicant for a loan 
if the accountant’s certificate stated, 
“We have verified the assets and liabili- 
ties and found them to be as stated on 
the books; we did not investigate the 
collectibility of receivables, nor did we 
do more than verify the physical count 
and the mathematical accuracy of the 
inventory.” But in effect isn’t the bank 
auditor guilty of just this when he 
limits himself to a verification of book 
values? 

Most independent auditors admit that 
they have a responsibility for appraisals 
of a bank’s assets. Frequently, how- 
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ever, the banks do not agree to this and 
as a result you will find the auditors’ 
certificates qualified in some such 
manner as the following— 


“Pursuant to the terms of our engage- 
ment, no attempt was made to value the 
collateral held against loans or to review 
the loans as to collectibility,” or, “Our en- 
gagement did not include a valuation of 
loans; accordingly we are not in a position 
to express an opinion as to the adequacy 
of the reserve accounts listed.” 


Does the bank auditor have a 
responsibility for the appraisal 
of assets? Mr. Fenner thinks he 
does and in this article points out 
why. It is based on a recent 
address before a conference of 
bank auditors and comptrollers. 


Perhaps one of the reasons why 
bankers do not desire to have independ- 
ent auditors attempt to appraise the 
assets of their institutions is due to the 
cost. Another important reason is the 
belief prevalent among many banks 
that the official examinations by the 
supervisory authorities fulfill every 
need in this direction. The examining 
authorities, however, do not assert any 
claims that their own examinations are 
of such scope as to fulfill all of the 
bank’s needs in the matter of examina- 
tions and appraisals of assets. On the 
contrary, they have endeavored on 
various occasions to impress upon the 
managements of the banks the impor- 
tance of examinations being made by or 
for the directors to supplement the 
official examinations, and that such 
examinations should include an ap- 
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praisal of assets. The Comptroller of 
the Currency in his pamphlet, “Duties 
and Liabilities of Directors of National 
Banks,” points out in connection with 
the annual or semi-annual examinations 
made by examining committees or by 
accountants at the instance of the board 
of directors, that “the notes should be 
carefully checked and their total com- 
pared with the general ledger. The 
genuineness, value and security of each 
note, and of any collateral thereto 
should be carefully determined, and 
any loss, ascertained or probable, in 
the judgment of the committee, should 
be noted. .. . All overdue paper should 
be listed and comment made as to its 
collectibility.” 

The banking laws of a number of 
the states require directors’ examina- 
tions and appraisals of assets to be 
made in connection therewith. The 
Jersey law provides as follows: 

“The board of directors of each bank 
shall from time to time appoint from 
its members an examining committee, 
who shall examine the condition of the 
bank at least once every twelve months. 
or oftener if required by the board; 
and such committee shall, after each 
examination, forthwith report to the 
board, giving in detail all items in- 
cluded in the assets of the bank which 
they have reason to believe are not of 
the value at which they appear on the 
books and records of the bank, and giv- 
ing the value in their judgment of each 
such item; .. .” 

The New York banking law is espe- 
cially well stated. It requires the di- 
rectors to examine the loans and dis- 
counts “with the special view of ‘ascer- 
taining their safety and present value,” 
and it is required that the directors’ 
examination report “shall contain a 
statement in detail, of loans, if any, 
which in their opinion are doubtful or 
worthless, together with their reasons 
for so regarding them.” After outlin- 
ing at some length the scope of the ex- 
amination the law in effect provides that 
the examination shall be such as to per- 
mit the committee to arrive at and re- 
port upon the true condition of the in- 
stitution, so that the report may cor- 
rectly and comprehensively inform the 
board of directors and the Banking De- 
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partment as to such condition. 

Further support for the view that di- 
rectors should be kept informed of the 
condition of their institution other than 
by official examination reports, is 
afforded by the request made by the 
Federal Reserve Board in April, 1934 
for each member bank to prepare and 
submit a report covering the appraisal 
of all its assets. In requesting this in- 
formation of State member banks, the 
Federal Reserve Agents of the various 
Reserve banks pointed out that the re- 
ports “will not only furnish the Fed- 
eral Reserve Board and this bank cur- 
rent information as to the condition of 
State bank members . . . they will be 
of considerable value to the banks them- 
selves. It is also felt that the Board 
of Directors of every bank should take 
the necessary action to provide for an 
appraisal periodically of its loans and 
investments by an examining committee 
of its directors, or by some one desig- 
nated by the examining committee, in 
order that the directors may be kept 
fully informed as to the condition of 
the bank and take prompt corrective 
measures when necessary.” 

It seems to me that the auditor or 
comptroller is the logical person to con- 
duct or, at least, to assume a leading 
part in the conduct of a directors’ ex- 
amination which will embrace an ap- 
praisal of loans and investments. The 
auditor is charged with the duty of 
keeping the directors informed of the 
condition of the bank, so why should 
he accept without question or analysis 
the loaning department’s representa- 
tions that its loans are worth face 
value, any more than he would accept 
a teller’s statement that his cash is in- 
tact? The effect upon the bank of a 
weak loan may be worse than that of a 
teller’s shortage because the latter type 
of loss is usually covered by insurance. 


II 
Personal Qualifications Needed 


Let us consider just what special 
training and knowledge, other than the 
qualifications already possessed by the 
competent auditor or comptroller, are 
needed to enable him to appraise loans 


The ideal man doubt- 


and in vestments. 
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less would be a combination of account- 
ant, appraiser, economist, credit man, 
investment analyst, engineer and what 
not, and, as pointed out by one writer, 
any individual so qualified would not 
long remain an auditor.’ However, 
while knowledge of all of the subjects 
mentioned would be helpful, it may be 
appropriate to state that there are cer- 
tain definitely recognized limitations to 
the auditor’s responsibility with respect 
to asset appraisals which permit us to 
narrow down his essential qualifications 
to two major requisites—sound judg- 
ment and a thorough knowledge of 
business and finance. Contrary to the 
belief of some of the bank auditors and 
others with whom I have discussed this 
subject, the auditor need not hold him- 
self out as a valuation expert. At no 
time is the auditor expected to value 
assets in the first instance; he needs 
simply to test valuations which already 
have been made by others. His training 
makes him a competent critic and he 
should be able to detect valuations 
which are grossly or substantially out 
of line, and through consultation with 
competent advisors be capable of de- 
termining what are conservative valua- 
tions. 


III 
Principles and Procedure 


It may be that many bank auditors 
have fought shy of asset appraisals in 
drafting their audit programs because 
of the misconception and mystery which 
seem to enshroud this particular phase 


of auditing. If such is the case, let us 
look at the instruction manual fur- 
nished Federal Reserve bank examiners 
in the Third District which sets forth 
at some length the basic principles and 
some of the yardsticks employed by our 
examiners in appraising loans and in- 
vestments—the two most important 
items of resources, except cash, to be 
found in a bank’s statement.2 

'W. A. Harman, “Should the Auditing 
Department undertake asset valuation and 
direct verification with customers,” The Na- 
tional Auditgram, March, 1935. 

*Ernest C. Hill, Vice-President in charge 
of Department of Bank Examination, 
“Principles Governing the Appraisal of 
Bank Assets by Examiners of the Federal 
Reserve Bank of Philadelphia.” 


THE RANKERS MAGAZINE for September, 1988 


Collateral Loans 

First, consider the collateral loans. 
We may divide such loans into four 
groups; those secured by marketable 
collateral; those secured by local or 
inactive issues; those secured by mis- 
cellaneous collateral such as assigned 
life insurance, warehouse receipts, ac- 
counts receivable, etc., and those col- 
lateraled by liens upon realty. 

In appraising a loan secured by mar- 
ketable collateral, if the current value 
of the collateral equals or exceeds the 
loan amount, the loan is allowed at face 
value. Loans which are not protected 
by a reasonable margin are set out for 
attention. The short portions of loans 
inadequately collateraled are appraised 
slow, doubtful or loss, depending upon 
the character and appreciation proba- 
bilities of the collateral, the financial 
condition and earning power of the bor- 
rower and his record of interest pay- 
ments and principal reductions. Where 
regular reductions are being obtained 
and the deficiency is not regarded as 
too great to be met from the borrow- 
er’s general resources or income within 
a period of say two to three years, a 
slow classification is accorded the de- 
ficiency. If the deficiency seems too 
large to be completely liquidated within 
that period, a part may be classed as 
doubtful and a part considered as loss. 
Short collateral loans are extremely 
difficult to appraise unless there is avail- 
able to the examiner detailed informa- 
tion as to the borrower’s business con- 
nections, financial condition, income, 
integrity, etc. The presence of life 
insurance to cover short portions of col- 
lateral loans is accorded consideration 
in arriving at classifications. 

Loans collateraled by local or inac- 
tive securities require more of a credit 
analysis. The collateral is appraised 
from financial and earnings statements 
of concerns of which securities are 
pledged, and careful inquiry is made as 
to the purpose of the loan. Such ob- 
ligations usually are capital in char- 
acter and many of them are slow be- 
cause of the length of time which must 
elapse before they can be collected. If 
the borrower is weak, the issuer of the 
collateral is in a failing condition, and 
virtually no market exists for the col- 
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lateral, all or a part of the loan may 
be regarded as doubtful, or as loss. All 
loans in this category which are not 
being steadily reduced deserve particu- 
larly careful analysis. 

The appraisal of loans secured by 
miscellaneous collateral brings into 
play the examiner’s real auditing abil- 
ity. Frequently the article which pur- 
ports to be collateral is of no value, 
or at least of no value to the bank. 
Assigned life insurance is probably the 
best example of collateral of this type, 
but assigned accounts receivable and 
automobiles and commodities released 
to the borrower under trust receipts also 
must be investigated closely. In cases 
where it is found that the collateral it- 
self does not afford adequate protection 
for the loan, the deficiency is appraised 
on the general strength of the borrower 
in much the same manner as other short 
collateral loans. 


Loans collateraled by liens upon 
realty are of somewhat different char- 
acter from straight mortgage and judg- 
ment loans, which are considered more 
in the nature of investments than as 
loans by state banks and trust companies 


in this district, particularly in Pennsyl- 


vania. However, the general theory 
that the collateral form of mortgage 
loan represents a more temporary type 
of financing than when the mortgage is 
carried as an investment, i.e., where the 
bond and warrant is treated as the evi- 
dence of debt and there is no accom- 
panying collateral form note, is largely 
fiction. For that reason I shall con- 
sider all real estate loans as one group 
for purposes of this discussion. 


The appraisal of mortgage and judg- 
ment loans usually depends upon the 
value of the property on which the lien 
rests and the position of the lien. This 
type of loan is inherently slow, but it 
is not classed specifically as such ex- 
cept as to any items which may be in 
default of interest, principal, or taxes, 
or for other reasons which may neces- 
sitate foreclosure and acquisition of the 
property by the bank as “other real es- 
tate.” If the amount of the obligation 
is in excess of the estimated fair value 
of the security and the borrower does 
not possess the means or income to re- 
duce the debt to within safe limits, the 
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deficiency may be classed part doubt- 
ful and part loss, or entirely a loss, 
Fair values of the encumbered property 
are used as a basis for the appraisal 
instead of forced sale values, unless the 
bank under examination is faced with 
the necessity of realizing on a consid- 
erable portion of its assets regardless 
of conditions, in which event the esti- 
mated values will be lower. In ap- 
praising real estate loans the examiner 
is forced to rely to a considerable extent 
upon the formal appraisals made by the 
bank’s directors or other chosen real 
estate appraisers, but he should not fail 
to inquire carefully into the basis used 
by these appraisers, in order to deter- 
mine whether or not their findings are 
reasonably conservative and can be de- 
pended upon. Usually a casual inspec- 
tion of a few properties and a discus- 
sion of realty values in a particular 
locality with disinterested, informed 
persons will disclose to the examiner 
whether the appraisals are reasonable. 
Junior liens are usually obtained as 
additional security for loans which have 
become’ unsatisfactory. Unless such 
loans are fairly well secured and in 
process of reduction they require de- 
tailed investigation in order that. they 
may be accorded the proper classifica- 
tion. The general prospects of liquida- 
tion determine whether they may be re- 
garded in whole or part as current, 
slow, doubtful, or loss. In each case, 
however, consideration will be given to 
the ability and intention of the obligor 
as to payment, regardless of the lien. 


Unsecured Loans 


The appraisal of unsecured loans 
presents the real credit problem. The 
so-called commercial or trade paper 
must be appraised on the basis of the 
condition of the borrowers, and en- 
dorsers, if any, and value of side col- 
lateral if such has been obtained. If 
the analysis of current balance sheet 
and earnings statements, deposit bal- 
ances, trade checkings, etc., reveals a 
satisfactory current position, debt to 
worth ratio, and normal or better vol- 
ume of business, the paper usually will 
be considered current and subject to no 
extended comment unless its amount is 
disproportionate to the size and loaning 
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limits of the bank. If, however, the 
financial data and other information re- 
veal an unsatisfactory position or steady 
retrogression, and it appears that the 
loan has become of a permanent, capi- 
tal character it must be considered slow, 
with the possibility that if the adverse 
trend cannot be checked or the business 
satisfactorily liquidated, a portion in 
time may become doubtful and a por- 
tion loss. 

Credit lines which are not cleared 
from the bank’s books seasonally re- 
quire more detailed checkings in order 
that those showing a tendency toward 
becoming fixed may be noted while 
there remains a chance for the bank’s 
management, by close coéperation with 
the borrowers to effect such a change 
in operating policies as may restore the 
loans to a commercial status. The 
greater portion of a bank’s slow loans 
usually is found among obligations of 
this type furnishing permanent working 
capital, and constant, careful supervi- 
sion of these advances is necessary to 
prevent them from retrograding into 
doubtful or loss classifications. 


Loans in default, or to persons or 
concerns in bankruptcy or receivership 
must be classed according to the esti- 
mated amount recoverable based on the 
value assigned to the assets applicable 
to the loans, after allowing generously 
for the expenses incident to the admin- 
istration of the affairs of the distressed 
debtors. Frequently such an appraisal 
will result in a portion of the debt be- 
ing classed slow, a part doubtful, and 
the remainder a loss, depending on the 
effect of current operations, if the busi- 
ness is being continued, or the progress 
of liquidation if the business is being 
discontinued. 

Loans to individuals, professional 
persons, etc., should be on a secured 
basis, but if not, they must be appraised 
on the basis of financial statements, 
earning power, character, rate of re- 
ductions, etc. Steady reductions should 
characterize such loans, otherwise a 
stagnant condition prevails and special 
classifications are soon in order. If the 
borrower obviously is involved beyond 
his estimated ability to repay the ob- 
ligations, they must be regarded as 
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doubtful to a certain extent, and pos- 
sibly in part a loss. 

Generally speaking, and in a broad 
sense, current loans are regarded as 
those which, in case of demand, can be 
paid within a period not longer than 
six to twelve months from date of ap- 
praisal. Loans which in the estimation 
of the examiner cannot be collected, re- 
gardless of pressure, in less than twelve 
months may be regarded as slow; if 
there is reasonable doubt as to the ulti- 
mate liquidation of all or any portion, 
such amount is classed doubtful, and 
that portion which is considered to be 
beyond the recovery stage is treated as 
a loss. 

Small unsecured loans and any of 
the larger ones which are not supported 
by adequate financial data must be ap- 
praised on the basis of all the informa- 
tion relating thereto which the examiner 
can obtain from the bank’s records, in- 
quiries of officers, directors and em- 
ployees of the bank, and other sources. 
Some of this data may consist of aver- 
age deposit balances, rate of reduction 
over a period of one year prior to the 
examination, estimated income of the 
borrower, his business or profession, 
etc. Similar information is obtained 
regarding endorsers or guarantors in 
order that every effort affecting the 
liquidation of the loan may be given 
proper consideration. 


Investments 


So much for loans; now let us discuss 
the procedure followed in the appraisal 
of investments. Here again I shall re- 
fer to our examiner’s manual. Most of 
the investment securities in a bank’s 
portfolio will be found to be readily 
marketable. Marketability is one of the 
requisites for an investment to be eli- 
gible for purchase by a member bank 
under the Regulations of the Comp- 
troller of the Currency governing the 
purchase of investment securities. The 
current quotations are allowed in all 
cases where a free market exists on a 
recognized exchange. If the market is 
limited to sources close to the issuer or 
underwriters of the issue, and the carry- 
ing value is relatively large, an inde- 
pendent investigation of the condition 
of the issuing corporation will be made 
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and at the same time the examiner will 
endeavor to ascertain whether offers 
made would absorb the quantity of the 
issue held by the subject bank. Where 
bids and asked quotations are far apart, 
usually the examiner will allow the 
mean figure between the two. However, 
if the market is generally weak, only 
the bid may be allowed and in special 
cases the appraisal may be dropped be- 
low the bid price. 

Issues not known to possess a ready 
market are appraised very much as un- 
secured loans, that is, by an examina- 
tion of the balance sheet and earnings 
statements with proper recognition be- 
ing given to the type of industry repre- 
sented, its present activity and its pros- 
pects for the near future. Issues of this 
type should be found in relatively small 
amounts and usually they will repre- 
sent attempts to work out old loans. If 
they are recent voluntary acquisitions, 
it is probable that they represent viola- 
tions of the Comptroller’s regulations, 
and at best they must be deemed to re- 
flect a weakness in management policy 
which may warrant more critical ap- 
praisal of other assets which possess a 
restricted market. 

Any investments in stocks or bonds 
which possess no ready market and 
with which the bank appears to be 
“stuck” for an indeterminate time will 
be classed slow as to the allowed value. 
Any deficiency in appraised value as 
compared with carrying value will be 
classed as depreciation and generally 
treated as a loss. 

Recapitulations of the securities 
owned by classes, by ratings and by 
maturities are made a part of the in- 
vestment schedule of each report. This 
summary furnishes definite information 
as to the general quality of the list and 
in comparison with similar summaries 
in previous reports enables the ex- 
aminer to ascertain whether the trend 
is toward a stronger or a weaker list. 
Such summaries also have the advan- 
tage of emphasizing clearly to the di- 


rectors the real quality of the issues 
held, and they enable the individual di- 
rectors to develop a better check on the 
judgment of the investment committee 
or the officers. 


IV 
Conclusion 


In conclusion, I will summarize the 
reasons why I feel that the bank auditor 
or comptroller should be qualified to. 
appraise loans and investments. Re- 
sponsibility for the appraisal of assets. 
is recognized by the independent or 
“outside” auditor for business organ- 
izations generally and also for banks, 
and when the client limits the scope of 
the engagement to exclude appraisals,. 
it is the duty of the auditor to qualify 
his certificate accordingly. Reports of 
examination made by the supervisory 
authorities do not furnish a_bank’s. 
board of directors with all of the needed 
information as to the true condition of 
the institution and this is especially the 
case where official examinations are 
made only once each year. Interim 
examinations, which include an ap- 
praisal of loans and investments, should 
be made by or for the board of direc- 
tors and the bank’s auditor or comp- 
troller should be well qualified to 
conduct such examinations. It was 
pointed out that an auditor is not ex- 
pected to be a valuation expert in order 
to be qualified to appraise assets. By 
the statement of the principles govern- 
ing the appraisal of bank loans and 
investments as used by Federal Reserve 
bank examiners in this district (Phila- 
delphia), I have endeavored to clear 
away the air of mystery which seems: 
to be associated with that rather com- 
plex subject, and I trust that you will 
agree with me that the capable auditor 
or comptroller, by close application to 
the task, in a reasonable length of time 
should develop the ability to appraise 
a bank’s loans and investments. 
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What the bank examination 
must accomplish 


By MarsHa.t R. Dices 
Acting Comptroller of the Currency 


HE law imposes certain duties upon 

bank supervisory authorities. Banks 

are examined by representatives of 
a supervisor so as to inform that au- 
thority accurately on the condition of 
the bank. This is necessary in order 
that he may intelligently perform those 
obligations which the law imposes upon 
him. On the basis of facts disclosed 
by the examination the supervisory au- 
thority determines what recommenda- 
tions, if any, he shall make to the di- 
rectors of the bank, or what action it 
may be necessary for him to take in 
the performance of his duties. 


The practice has developed of fur- 
nishing copies of examination reports 
to directors for their information and 
consideration. Banking laws place 
upon them the responsibility for the 
selection and retention of officers, for 
defining their duties, and for prescrib- 
ing the manner in which the business 
of the bank shall be conducted. In 
short, the responsibility for the proper 
management of the bank is placed upon 
the board of directors by law and that 
responsibility cannot be passed by them 
to the officers of the bank, to the bank 
examiners, or to the supervising author- 
ity. The supervisor’s duty is to execute 
the law relating to the banks. He has 
no place in their management. Under 
our system a director, as such, is not 
a full-time salaried officer, and does 
not and cannot give all his time to the 
bank. While some directors are thor- 
oughly familiar with the affairs of their 
institutions, many have come to rely 
almost entirely upon the examiner’s re- 
port for their information on how the 
business of the bank is being conducted. 
It seems to me just as important for 
the directors of a bank to be thoroughly 
familiar with its affairs in order that 
they may discharge their legal respon- 
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sibilities as it is for the supervisory au- 
thorities to be accurately informed 
concerning the condition of the bank. 
And neither the directors nor the super- 
visor are being furnished with adequate 
and accurate information upon which 


This article is based on an ad- 
dress by the Acting Comptroller 
of the Currency to members of 
the Michigan Bankers Asso- 
ciation. 


to base their respective judgments if 
the reports of examination do not con- 
tain all pertinent information to assist 
them in forming that judgment. 

I should like to direct your attention 
for just a moment to a fact not prop- 
erly understood or generally appre- 
ciated. The Comptroller of the Cur- 
rency is, of course, an individual. He 
is appointed by the President for a term 
of five years, and is confirmed by the 
Senate. In him Congress has vested the 
supervisory power over national banks 
and all other banks in the District of 
Columbia. In the event of a vacancy 
in the office of the Comptroller of the 
Currency, or in the event of his absence 
or disability, his duties are performed 
by the Senior Deputy Comptroller, who 
becomes the Acting Comptroller of the 
Currency. The Bureau of the Comp- 
troller of the Currency always continues 
to function. No Comptroller or Acting 
Comptroller could carry on as the head 
of the office, however, without the ad- 
vice and assistance of that highly spe- 
cialized and experienced staff which 
goes to make up what is known as the 
Bureau of the Coniptroller of the Cur- 
rency. The backbone of that staff is 
its corps of bank examiners. They are 
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the eyes and the ears of the bureau. No 
supervising authority is any better than 
its corps of examiners. The national 
bank examiner is charged by law with 
the duty of making a thorough examina- 
tion of all the affairs of a bank and is 
required also to make a full and de- 
tailed report of the condition of such 
bank to the Comptroller of the Cur- 
rency. The work of a national bank 
examiner is difficult, the hours long, 
the responsibility heavy. The men ex- 
amining national banks in every section 
of the United States are specialists who 
have reached their positions only after 
years of apprenticeship as assistants. 
They have demonstrated their fitness for 
the graver responsibility of examiners, 
both by field work and written examina- 
tions. 

In examining a bank, the examiner 
has to rely upon its books and records 
and upon statements made to him by 
officers of the bank; that is, unless he 
has good reason for questioning the re- 
liability of such sources of information. 
Much of the information in regard to a 
bank’s assets is of such character as to 
make it necessary for the examiner to 


rely upon the good faith and assurances 


of the officers. The examiner also takes 
cognizance of data secured from other 
sources which he has reason to believe 
trustworthy. Naturally, he cannot be 
in a position to guarantee the accuracy 
of information which he does not ob- 
tain at first hand. His report must 
reflect the condition of the bank as ac- 
curately as is possible, in order that 
it be of value to the supervising agency 
and to the board of directors. 

I have just stated that the examiner’s 
report must reflect the condition of the 
bank as accurately as is humanly pos- 
sible. Examiners, being human beings, 
are not all endowed with the same tal- 
ents nor have they identical viewpoints. 
The perfect bank examiner, like the per- 
fect doctor, lawyer, or banker, is yet 
to be born. Some examiners who do a 
very good job in examining a large 
bank in a metropolitan area could not 
do nearly so well in examining the 
average bank, and vice versa. In the 
appraisal of a bank’s assets, the per- 
sonal equation, represented by the per- 
sonal opinion of the examiner as to the 
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value of such assets, comes in to play. 
But that opinion is based upon wide 
experience and certain well established 
fundamentals in which he is trained. 
There are 325 national bank examiners 
who conduct in excess of 11,000 exami- 
nations each year. These examiners 
would be supermen if the Comptroller’s 
office did not receive complaints. It is 
very significant, however, that most of 
the criticisms of examiners are made 
by officers or directors of banks who 
have been criticized in one way or an- 
other in the examiner’s report. After 
all of the facts are considered some few 
criticisms of examiners are deemed by 
the Comptroller’s office to be justified, 
but the number of justified criticisms 
is insignificant. I know of no group 
of men in or out of the government 
service who are more earnestly or more 
intelligently doing a good job—both 
for the Comptroller’s office, to which 
they owe their loyalty, and for the 
banks examined by them, in which they 
have a keen interest and sometimes a 
keen concern. The examiner’s report 
of condition represents an individual 
judgment of a man experienced in his 


field. 

These field examiners function under 
the supervision of the twelve district 
chief national bank examiners who are 
responsible to the Comptroller of the 
Currency for the proper examination of 
the banks located in their respective 
districts. The chief examiners are, of 
course, known to you bankers who are 
connected with national banks. These 
twelve men carry very heavy responsi- 
bilities. It is the policy of the Comp- 
troller’s office to seek the advice of the 
district chief examiner before taking 
action in any case in which the law 
requires the approval of the Comp- 
troller of the Currency. The Comp- 
troller often seeks the advice and 
recommendations of the chief national 
bank examiner on matters of general 
importance and interest to the banks 
and to his office. 

When these examiners’ reports of 
condition reach the Comptroller’s office 
in Washington they are reviewed by 
other men of the broadest experience, 
both in examining and in supervisory 
work; men whose ability has been 
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recognized by their designation for this 
important work. The talents and view- 
points of the different examiners are 
known and understood by these men 
who review the examiners’ reports, and 
are taken into consideration in the 
analysis. The action taken by the 
Comptroller’s office is determined in the 
light of many factors other than the 
mere facts disclosed by the examiners’ 
reports (such as the general economic 
condition of the country, intimate 
knowledge of the talents and viewpoints 
of the field examiner, etc.). 


I daresay you are all interested in 
what you have seen in the press re- 
cently of the efforts of banking author- 
ities to arrive at a uniform plan of bank 
examination. It must be remembered 
that while there have been changes in 
recent years in banking laws and in 
economic conditions, the primary func- 
tion of bank supervision is still the 
protection of depositors’ funds. With 
that in mind, a plan has been agreed 
upon which will be put into operation 
very shortly. In the opinion of those 
participating in the discussions, the 


“The slow column, or a similar column under some other name, 
should be retained as it affords the directors and officers, as well as 
the supervising authority, a list of loans which have retrograded 
from the class of satisfactory, but have not yet become doubtful or 


worthless.” 


May I take this occasion to attempt 
to lay at rest an erroneous idea that 
periodically receives publicity. I refer 
to the so-called duplication of exami- 
nations, It is true that there is more 


than one Federal agency which ex- 
amines banks, but there are no two 
Federal agencies that examine the same 


bank. It is likewise true that insured 
state non-member banks are subject to 
examination by the Federal Deposit In- 
surance Corporation and the state 
supervisory authority. Since the estab- 
lishment of the Insurance Corporation 
several states have amended their laws 
so that their supervising authority may 
accept the report of examinations made 
by the FDIC in lieu of one of the ex- 
aminations required by state law. 
Through the codperation of Federal 
and state supervisors, a practical plan 
has been worked out to avoid incon- 
venience to the banks. No national 
bank is subject to examination by any 
agency of the government other than 
by the Comptroller of the Currency, 
and the reports of examination made 
by his examiners serve the purposes of 
all financial agencies of the govern- 
ment. These reports of examination of 
national banks are available to the Fed- 
eral Deposit Insurance Corporation, to 
the Federal Reserve banks. 
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plan contains nothing to which the 
banks cannot reasonably adjust them- 
selves. Surely it will be a great boon 
to everybody when all examining agen- 
cies use the same yardstick for their 
work. 

One important point in connection 
with examinations is the classification 
of assets. Let me go back a little with 
you. After the bank holiday, national 
bank examiners were largely engaged 
in the examination of banks which did 
not receive a license to resume business. 
Appraisals of assets were made for the 
purpose of determining what was 
needed in order that a bank might be 
relicensed on a sound basis. The ex- 
aminers, in making these appraisals, 
were testing the assets of these un- 
licensed banks on liquidating values 
rather than upon potential and intrinsic 
values of going institutions. When this 
work was completed it was deemed ad- 
visable to bring to the examiners’ at- 
tention the fact that the yardstick they 
had been using in their work with the 
unlicensed banks was no to be used by 
them in going institutions. May I quote 
from a letter sent to the chief national 
bank examiners on October 26, 1933, 
by Mr. O’Connor, then Comptroller of 
the Currency: 

“We are all concerned in having 


241 





solvent banks but there is a wide dis- 
tinction between the potential and in- 
trinsic value of assets of a going 
institution and liquidating values. Ex- 
aminers in appraising and classifying 
assets of licensed banks will not apply 
liquidating values but will appraise on 
the basis of fair values on a recovery 
basis. As an example—in dealing with 
bank buildings, the examiner must real- 
ize that a bank building of a going bank 
has an intrinsic value, as distinguished 
from present depressed values, which 
combined with the element of recovery 
may fully substantiate the carrying 
value given to it by the bank. The 
same is .true of mortgages and in this 
connectian the examiners should fa- 
miliarize themselves with the instruc- 
tions given with respect to real estate 
mortgages by the Federal Deposit In- 
surance Corporation to its examiners. 
You will advise examiners who are ex- 
amining licensed banks of this policy 
and see that it is carried out. Any ex- 
amination now in process, or any future 
examination, will be governed by these 
instructions and where an examination 
has been completed, the examiner mak- 
ing the report will review the report 
on the above basis and rewrite such 
report if found necessary. If the ex- 
aminer is not now available, it may 
be necessary to make a new examina- 
tion on the proper basis.” 


In 1934 a conference of all the Fed- 
eral agencies examining banks was held 
in Washington. One of the purposes 
of this meeting was to determine what 
assets should be classified as slow. The 
Comptroller’s office found that in some 
instances reports of examinations con- 
tained items classified as slow by the 
examiners which might ultimately be 
expected to be collectable. This same 
condition probably existed with all the 
other supervising agencies. It was 
agreed and our examiners were so in- 
structed that they should list as slow, 
loans which in their opinion will be- 
come doubtful or worthless in whole or 
in part unless placed in proper bank- 
able shape by the bankers. The term 
“slow” is a misnomer. It does not re- 
late to the elements of time as such. I 
am perfectly willing to concede that 
such a designation is not properly de- 


scriptive of the asset classified in the 
slow column. However, no other word 
has been suggested that describes such 
asset any more accurately. 


It has been argued that the presence 
of the slow column acts as a deterrent 
to the bankers who wish to make long- 
term loans but will hesitate because 
such loans, on account of their matur- 
ities, would be classified as slow. Such 
loans should not be so classified because 
of maturities. There is nothing in the 
national banking laws to preclude a 
banker making a long-term loan. We 
all know that for some time past bank- 
ers have in fact been making long-term 
loans, but they have been doing so in 
the customary manner of a short-term 
loan which they renew from time to 
time. This custom did not grow out 
of any banking law or any regulation 
of the supervising authority. The slow 
column has existed in national bank 
reports of conditions continuously for 
more than twenty years. Experienced, 
capable bankers are not frightened by 
the presence of an item there. To them 
the slow column is an index pointing 
out danger spots and in many cases 
calling attention to the fact that some 
borrowers need advice and counsel in 
order to protect their credit (just an- 
other case where a stitch in time saves 
nine). In my opinion, it is important 
that a report of examination contain 
a column by some name or number in 
which will be included loans or por- 
tions thereof which, because of certain 
unfavorable characteristics noted by the 
examiner, appear to involve a substan- 
tial and unreasonable degree of risk. 
This is important because there exists 
in such loans the possibility of future 
loss to the bank unless they receive 
the careful and continued attention of 
the bank’s management. 

The slow column, or a similar col- 
umn under some other name, should be 
retained as it affords the directors and 
officers, as well as the supervising au- 
thority, a list of loans which have re- 
trograded from the class of satisfactory, 
but have not yet become doubtful or 
worthless. In other words, this column 
calls attention to the first evidence of 
sickness or weakness in a_ borrowing 
account. The inclusion in this column 
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does not mean to the bankers that they 
must proceed to liquidate the account, 
but merely that they should give it their 
special attention toward restoring it to 
a satisfactory status before matters 
have gone too far. The presence of 
this column acts as a check against the 
making of additional loans of the same 
type, and is a service to both the banker 
and the borrower. A loan should not 
be so criticized if its ultimate repay- 
ment seems reasonably assured in view 
of the sound net worth of the maker 
or endorser, his earning capacity and 
character or the protection of the col- 
lateral. 


oe 


to .65 per cent.; and in the last half 
of 1937 it was again reduced to .49 
per cent. Stating this in a different 
way, from the year 1934 to 1937, the 


percentage of loans and discounts clas- 


sified as slow in all national banks was 
gradually reduced from 27 per cent. to 
9.81 per cent.; the percentage of loans 
and discounts classified as doubtful was 
gradually reduced from 4 per cent. to 
1.06 per cent.; and the percentage of 
loans and discounts classified as loss 
was gradually reduced from 2.9 per 
cent. to .49 per cent. These reductions 
in percentages were effected during a 
time when the total of loans and dis- 


Distribute your loans rather than concentrate them in a few 


hands. Large loans to a single individual or firm, although some- 
times proper and necessary, are generally injudicious, and fre- 
quently unsafe. Large borrowers are apt to control the bank; and 
when this is the relation between a bank and its customers, it is 


not difficult to decide which in the end will suffer. 


I want to give you some figures for 


the years 1934, 1935, the first half of 
1937 and the second half of 1937 for 
all national banks, showing the per- 
centage of their loans and discounts 
which the bank examiners classified as 
slow, doubtful or loss. First let us 
take the slow column. In 1934, 27 per 
cent. of the loans and discounts of all 
national banks were classified as slow; 
in 1935 that percentage was reduced to 
16 per cent.; in the first half of 1937 
it was further reduced to 10.68 per 
cent.; and in the last half of 1937 it 
was again reduced to 9.81 per cent. 
Now let us take the doubtful column. 
In 1934, 4 per cent. of the loans and 
discounts of all national banks were 
classified as doubtful; in 1935 that per- 
rentage was reduced to 2 per cent.; in 
the first half of 1937 it was further re- 
duced to 1.14 per cent.; and in the last 
half of 1937 it was again reduced to 
1.06 per cent. Now the loss column. 
In 1934, 2.9 per cent. of the loans and 
discounts of all national banks were 
classified as loss; in 1935 that percent- 
age was reduced to .8 per cent.; in the 
first half of 1937 it was further reduced 
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counts in all national banks had in- 
creased from $7,740,596,000 in 1934 
to $8,933,216,000 in 1937. So you see 
that while loans went up over a billion 
dollars the percentage of criticized 
loans went down. These reductions in 
percentages do not mean that bank ex- 
aminations have been made more 
lenient. At the same time can it be 
argued that they have been more se- 
vere? The fact is that our banks today 
are in better condition. 

If an examiner’s classification of 
bank assets is to disclose to the direc- 
tors and the supervising authority the 
condition of the assets of the bank, the 
classification must, of course. include 
two groups other than slow. The first 
of these groups is commonly known as 
“doubtful” and represents loans and 
portions thereof the ultimate collection 
of which is doubtful, and in which a 
substantial loss is probable but not yet 
definitely ascertainable in amount. This 
is a classification that should receive 
the rigorous treatment of the manage- 
ment of a bank with a view to salvag- 
ing whatever value may remain. The 
other of these groups is commonly 
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known as “loss” and represents loans 
or portions thereof regarded by the ex- 
aminer, for reasons set forth in his com- 
ments, as uncollectable and as an esti- 
mated loss. Amounts so_ classified 
should be promptly charged off by the 
bank. I have heard no one contend 
that either the doubtful or the loss 
column in the classification of assets 
should either be changed or eliminated, 
so I will pass over these two items 
without any further comment. 

In recent months the Comptroller’s 
office in Washington has received some 
inquiries as to its position on long-term 
working capital loans. As I have stated 
before, there is nothing in the national 
banking law to preclude a bank from 
making a long-term loan if it wishes 
and, as I have also stated, there is no 
reason for a long-term loan being clas- 
sified by the examiner because of the 
element of time involved in its maturity. 
Such loans can be made upon a sound 
basis but they require careful study by 
the banker. The customary method of 
making a short-term loan and renewing 
it from time to time affords the banker 
an opportunity to re-examine the loan 
periodically. This privilege will be 
lost to him on a long-term loan unless 
the proper safeguards are provided. 

The principles of sound banking re- 
main unchanged. They are the same 
as when the first deposit and the first 
loan were made. May I quote from a 
letter addressed to all national banks 
in December of 1863, by Hugh McCul- 
loch, the first Comptroller of the Cur- 
rency: 

“Let no loans be made that are not 
secured beyond a reasonable contin- 
gency. Do nothing to foster and en- 
courage speculation. Give facilities 
only to legitimate and prudent transac- 
tions. 

“Distribute your loans rather than 
concentrate them in a few hands. Large 
loans to a single individual or firm, 
although sometimes proper and _neces- 
sary, are generally injudicious, and fre- 
quently unsafe. Large borrowers are 
apt to control the bank; and when this 
is the relation between a bank and its 
customers, it is not difficult to decide 


which in the end will suffer. Every 
dollar that a bank loans above its capi- 
tal and surplus it owes for, and its 
managers are therefore under the 
strongest obligations to its creditors, as 
well as, to its stockholders, to keep its 
discounts constantly under its control, 

“Treat your customers liberally, 
bearing in mind the fact that a bank 
prospers as its customers prosper, but 
never permit them to dictate your 
policy.” 

0) 


IS SAVING MONEY SUSPICIOUS? 


FINANCIAL policy of the United States 
government is, as Secretary Morgenthau 
has said, on a twenty-four-hour basis at 
present. William Green, who sleeps in 
the parks and cuts his own hair, finds 
this unsatisfactory. His own monetary 
system is marked by greater stability, 
for his bankbooks, which show deposits 
of more than $5,000, mention no with- 
drawals since 1936. Possession of this 
sum, in addition to several hundred 
dollars in cash, attracted official notice, 
and his notion that people should save, 
instead of spending their money, seem- 
ingly made a judicial interrogation im- 
perative. Arraigned as a_ suspicious 
person in Long Island City Court, he 
told Magistrate Soffer that he put his 
funds in savings banks for the reason 
that he never knew when he might need 
them; adding: “You know judge; you'd 
be surprised, but some people save 
their money instead of spending it.” 
Green, whose savings bank accounts are 
in several variations of that name, said 
that he wore a suit until he could not 
mend it any longer, and believed in the 
strictest economy in management of his 
affairs. His eccentric financial notions, 
so greatly at variance with those pre- 
vailing in the highest official circles, 
caused him to be sent to Kings Park 
Hospital, where an effort will be made 
to decide which economic _ policy, 
Green’s, or the government’s, is the 
sane one. In the meantime, William 
Green is under glass and Secretary 
Morgenthau is not—New York Herald 
Tribune. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


TAX EXEMPT SECURITIES 


HE Federal government is at pres- 

ent concerned with the problem of 

taxing income on Federal, state and 
municipal obligations, these securities 
now being exempt from ordinary levies. 
It is estimated that over $60,000,000,- 
000 of tax exempt bonds are now out- 
standing. The need of the Treasury 
for further revenue has focused atten- 
tion on the necessity of curtailing the 
growth of this body of privileged in- 
vestments. 

A Senate committee is expected to 
consider the situation this fall. During 
the last session, it will be remembered, 
the President addressed a message to 
Congress recommending the prepara- 
tion of legislative measures that would 
make possible Federal taxation on 
future issues of local, state and na- 
tional governments and would also per- 
mit taxation, by the states, on future 
Federal issues. 

The Department of Justice, under the 
supervision of the Attorney General, 
has already submitted a report on the 
subject, and intensive discussion of all 
available data seems certain before the 
close of the year. The final form of 
the contemplated legislation cannot be 
predicted and, accordingly, it would be 
foolish to hazard any definite forecast 
as to its possible effect on government 
revenues and the bond market. Never- 
theless, some financial observers are 
already of the opinion that the Treas- 
ury will benefit considerably through 
the elimination of exemptions. They 
point out that the Federal government’s 
Increase in tax receipts will more than 
offset added expenses arising as the re- 
sult of increased interest costs on future 
issues, 

The major proportion of Federal is- 
sues is held by corporate institutional 
mvestors. Their large holdings favor 
them with more tax exempt income 


than taxable net income. Consequently, 
taxation of future issues will hardly 
deter them from making further addi- 
tions to their portfolios. The large pro- 
portion of state and municipal issues, 
however, is owned by individuals and 
estates, so that the demand for such 
obligations might be impaired unless 
higher yields were available to provide 
suitable compensation. 

Removal of the tax exemption feature 
on all future public issues may also 
prove of distinct benefit in so far as it 
may direct a greater flow of capital into 
productive industry. Such a develop- 
ment would supply a valuable contribu- 
tion to the recovery movement, reduc- 
ing unemployment and _ indirectly 
increasing tax revenues through expan- 
sion of industry. 

It may be noted that the recent trend 
of taxation policy has been directed to- 
ward expanding sources of revenue. 
Evidently, tax authorities are of the 
opinion that increased rates on items 
presently taxable will prove inadequate. 


_ 


Commercial Loans 


The volume of commercial loan ac- 
commodations by Federal Reserve 
member banks declined almost steadily 
from October, 1937, to the end of June 
of this year. Since that time, the 
amount of trade borrowings has re- 
mained rather constant and it is be- 
lieved that the forthcoming business up- 
swing will shortly be followed by an 
increase in the use of bank credit. 

It may be noted that an upturn in 
commercial borrowings generally fol- 
lows, rather than precedes, a rise in 
business activity. Liquidation of exist- 
ing debts, incurred during periods of 
depression by large corporate borrow- 
ers, largely accounts for this phenome- 


THE BANKERS MAGAZINE for September, 1938 245 





non. As industry expands, share and 
bond quotations reflect this improve- 
ment, and recourse is made to the se- 
curity markets for long-term capital 
funds. 

In the initial stage of the business 
cycle, such repayments frequently more 
than offset additional commitments as- 
sumed by the banks. It is only natural, 
therefore, that indications of a reversal 
of trend manifest themselves at a late 
date. 


Bond Market Activities 


The Federal government will soon 
be faced with the necessity of seeking 
additional funds in the capital market. 
In this connection, it may be observed 
that the Treasury’s working balance is 
experiencing material depletion. For 
example, during the month of July, 
revenues decreased approximately 


$100,000,000 as compared with the like 
month a year ago. Also, comparative 
disbursements rose about $88,000,000. 
With the new spending program just 
starting, additional heavy drains on the 
Federal cash position are inevitable. 
Furthermore, the Treasury will be re- 


quired to meet note maturities in the 
amount of $450,000,000 by November 
15. It appears probable that this pro- 
spective financing will consist, in large 
measure, of long-term rather than short- 
term accommodations. 


It is also expected that corporate 
borrowers will be active. Corporate 
flotations have been relatively large in 
recent months and this tendency seems 
likely to expand rather than diminish. 
In contrast to the most recent period of 
capital market activity which terminated 
during 1937, this latest boom in financ- 
ing has been, in large measure, for 
new capital purposes and has not been 
restricted to refunding operations. 

Many new issues have reached the 
investor during the summer months. 
Most prominent among recent offerings 
were: 


$27,982,000 New York Steam Ist mtge. 34s, 
1963 at 100 
30,000,000 Toledo Edison Ist mtge. 34s, 
1968 at 1014 
6,500,000 Toledo Edison s.f. deb. 4s, 1948 
at 1003 


10,000,000 Public Service Elec. & Gas Ist 
ref. mtge. 34s, 1968 at 1043 

32,000,000 Indianapolis Pwr. & Lt. Ist 
mtge. 33s, 1968 at 100 

15,000,000 Detroit Edison gen. & ref. mtge. 
34s, 1966 at 106 

30,000,000 Southwestern Bell Tel. Ist & 
ref. mtge. 3s, 1968 at 100 


Bank Underwriting 


Considerable thought is being given 
to the proposal that commercial banks 
again be allowed to participate in un- 
derwriting bond issues. The Banking 
Act of 1933, it will be remembered, 
divorced commercial banking from the 
new issue business. Close connections 
with security selling organizations were 
found to be detrimental to the welfare 
of the commercial banking system. As 
a consequence, security affiliates were 
banned. 

Any relaxation in existing statutes, 
if such materializes, will probably be 
limited. It is expected that banks will 
beforced to confine their underwriting 
activities to the function of capital ris- 
tribution. Distribution of securities, in 
the sense of retail operations, will con- 
tinue being prohibited. Agreement 
seems to be lacking, however, as to 
whether or not banks should be per- 
mitted to underwrite securities ineligibie 
for their own investment accounts. 

Morgan, Stanley & Company, in “A 
1938 Memorandum Regarding the Fed- 
eral Securities Act of 1938,” discussing 
the need for additional underwriting 
capital, observed: 

“The extent of the need for additional 
capital in the underwriting markets of 
the United States is perhaps open to 
debate. It is our own considered view 
that substantial additional amounts 
should be made available if these mar- 
kets are to be properly equipped to 
handle, under average conditions, the 
volume of securities which on the basis 
of past history may be offered to the 
investing public during the next few 
years. 

“It is true that during 1936 and part 
of 1937 when markets were ‘as a whole 
firm, a large amount of new securities 
was underwritten and distributed by 
existing investment banking houses. 
However, a large part of the offerings 
was for refunding purposes, a type of 
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operation where a demand for the new 
securities can usually be expected from 
the holders of the called or maturing 
issue, and a much smaller part repre- 
sented ‘new money’ financing. . . . 

“Prior to the Banking Act of 1933 
the reservoir of capital available in the 
banks and trust companies, together 
with that of the underwriting houses, 
was more than sufficient for the coun- 
try’s underwriting needs in any period 
of activity. Since that time this bank 
reservoir has been cut off, and nothing 
has replaced it. We believe that the 
need for its restoration will become in- 
creasingly apparent as time goes on, 
particularly if business conditions im- 
prove so as to create the important and 
long awaited demand for ‘new money’ 
financing. 


“We are well aware of the arguments 
that exist against allowing banks to re- 
turn to the underwriting field, and the 
fact that we do not here go into these 
arguments at length does not mean that 
we believe that they can by any means 
be disregarded. We also are mindful 
of the fact that these arguments apply 
with greater force to bank underwrit- 


ings of equity or junior securities, 
which is the particular field in which 
the need for additional underwriting 


capital exists. On the other hand, the 
banks of the country are as a group 
deeply concerned with the expansion 
and development of all industry, and 
with the necessity of protecting invest- 
ments in senior securities held not only 
by themselves but by others. Both of 
these points necessarily connote a vital 
interest in the efficient functioning of 
the capital markets for equity and 
junior securities. We believe that after 
all considerations are weighed the bal- 
ance, from the point of view of the 
banks themselves, is in favor of an 
amendment of the Banking Act which 
will enable banks to participate in the 
underwriting or subunderwriting of all 
types of securities, subject to whatever 
appropriate rules or limitations the 
Federal Reserve Board or the Comp- 
troller of the Currency might impose, 
and also subject to a provision that the 
banks be barred from the retail field by 
a requirement that any securities 
acquired by them as a result of such 
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underwritings or subunderwritings 
could only be sold to dealers or on a 
stock exchange. 

“In addition to changes along the 
above lines in* the Banking Act we 
should think it would be essential that 
certain amendments be made in Sec- 
tion 11 of the Securities Act before 
commercial banks could participate in 
underwritings. The liabilities at pres- 
ent there imposed are too great for a 
bank of deposit to assume.” 


Bond Maturities 


Discussing the problem of bond ma- 
turities and the risks involved in hold- 
ing long-term issues, a recent Jnvest- 
ment Bulletin of the Indiana University 
School of Business Administration 
makes the following pertinent comment: 

“The advice to shorten bond matur- 
ities is based on a line of reasoning 
which should now be quite familiar. 
Credit conditions are extremely easy 
and the supply of funds available for 
investment in high-grade obligations is 
unusually large. As a result prices of 
these securities have been bid up to un- 
precedented levels and yields have de- 
creased correspondingly. The present 
situation is distinctly abnormal, just as 
the high prices for stocks in the early 
part of 1929 were abnormal. It fol- 
lows that eventually this abnormality 
will be corrected as economic abnormal- 
ities have almost invariably been cor- 
rected in the past. One may expect that 
at some time in the future the credit 
situation will change to such an extent 
that there will be a general decline 
in high-grade bond prices. It would be 
rash to attempt a forecast of when this 
readjustment will come. It is equally 
imprudent to retain an investment po- 
sition highly vulnerable to loss when- 
ever it does come. 

“The only effective method of reduc- 
ing the degree of risk of price deprecia- 
tion in high-grade bonds is by concen- 
trating security holdings in short-term 
obligations—those maturing within five 
years and preferably within two or 
three years. It is an established fact 
that, among high-grade securities, prices 
of short-term bonds are much more 
stable than those of long-term obliga- 
tions.” 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


ERMANY’S impressive display of 
military power in mid-August 
caused apprehension in London 

and also in various quarters of the Euro- 
pean continent that it might be the pre- 
liminary to an outbreak of war. While 
this apprehension has been relieved for 
the time being, on atcount of no actual 
war having taken place at the time, 
opinion still widely prevails that the 
danger of war in the not remote future 
still exists. The recent war scare gave 
rise to a scramble for gold, and large 
exports of the metal were made to New 
York. There was also some further 
weakness of the French franc, while the 
pound sterling fell almost to its old 
gold parity with the American dollar. 
Besides the fear of war in Europe, a 
miniature war was in progress between 
Japan and Russia on the frontier be- 
tween Korea and Siberia, but this con- 
flict has been suspended while diplo- 
matic negotiations are in progress be- 
tween Russia and Japan. The conflicts 
in China and Spain continue without 
having as yet reached a decisive stage. 
Thus business in general, and banking 
included, must proceed under condi- 
tions where actual war prevails among 
countries of large populations, and with 
the even more serious threat of a war 
that may become world-wide. Perhaps 
the gravest feature of this situation is 
that, so long as it exists, many of the 
leading commercial and industrial na- 
tions of the world feel under the neces- 
sity of making huge outlays for na- 
tional defense at a time when the funds 
so employed are sorely needed for other 
purposes. 


_ 


Europe Blaming the United States 


For a long time it has been customary 
in the United States of America to 
ascribe many of its own difficulties to 
the unsettled state of affairs in Europe. 
Across the Atlantic there is now a 
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marked disposition to transfer the shoe 
to the other foot. Recovery in England, 
for example, is now alleged to depend 
upon the course of production and trade 
in the United States. This tendency 
to an exchange of responsibility may 
lead to a further recognition of how 
intimately the affairs of one part of the 
world are bound up with other parts 
geographically remote though brought 
into close relations by the speed in 
transportation facilities. An ocean liner 
completes the trans-Atlantic voyage in 
a little over three days, while a Ger- 
man aeroplane flies from New York to 
Berlin in less than twenty-four hours. 


_ 


Steadiness of British Bank Dividends 


How steadily the leading British bank’s 
maintain their annual dividend rate ap- 
pears from a table recently appearing 
in the London Bankers Magazine. The 
institutions included are Barclays 
(B shares), District, Lloyds (A shares), 
Martins, Midland, National, National 
Provincial, Westminster and Williams 
Deacon’s, and the years covered are 
from 1932 to 1938. The figures repre- 
sent the annual dividend rate, as indi- 
cated for the first six months of these 
years. Barclays B shares were steadily 
maintained at 14 per cent. for the 
entire period. The District dividend 
was kept at 16 2/3 until 1938, when it 
was raised to 18 1/3. Martins kept 
unchanged at 14, and the Midland at 
16, and the Westminster at 18, and the 
National at 12. Lloyds A shares, at 
13 1/3 in 1932, continued at 12 there- 
after, while the National Provincial, at 
16 in 1932, maintained the rate at 15 
for the remainder of ‘the period, 
Williams Deacon’s maintained the rate 
at 121% per cent. throughout. 

This record is all the more remark- 
able when it is considered that some of 
the years included were those of low 
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Authorized §P10,000,000.00 
Fully Paid P6,750,000.00 
(US$1.00=P2.00) 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


BiGHTY YBARS 
and more of experience and familiarity with local business conditions have boy our comnietion in an 


exceptionally favorable position to undertake 
description in a country which, like the Phili; 
tunities to the foreign importer, merchant an 


profits for British industry, especially 
was this the case in 1932, 1933 and 
1934. After this industrial profits 
turned upward, reaching the peak in 
the quarter ending June 30, 1938. 

That these banks were able to main- 
tain an almost uninterrupted rate of 
dividend in the face of adverse condi- 
tions, may be attributed to the skill dis- 
played in the management of the banks 
and to the possession of large undis- 
tributed funds in their reserves. 


— 


Protecting the Investor in England 


PARLIAMENT is now showing concern 
for the deluded investor. A bill has 
been introduced, commonly known as 
the share-pushing bill, though in offi- 
cial phraseology styled the prevention 
of frauds in investments. It is designed 
to protect confiding investors from the 
wiles of the too eager stock or bond 
salesmen, such as were common in the 
United States before the enactment of 
recent legislation. The bill provides a 
severe penalty for anyone who invites 
another to enter into dealings for profit 
in securities, property or commodities 
on the basis of any statement which he 
knows, or could reasonably be expected 
to know, to be false, misleading or de- 
ceptive, or who dishonestly coucoals 
material facts in his invitation, or 
makes any promise or forecast which 
e has no reasonable ground for sup- 
posing will be fulfilled. While the pro- 
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trustee business of every 


banking, fiduciary and 
ines, is developing rapidly and offers ace cued opper- 
investor. 


We solicit the agency and collection business of foreign Banks. 


Inquiries and correspondence invited. 


visions of the bill are drastic, it will be 
seen that they really place the emphasis 
on deception and dishonesty. 


Meeting Banking Responsibilities 


Amip the criticisms of banks that do 
not meet their responsibilities in pro- 
viding adequate lending facilities it is 
refreshing to extract the following from 
the annual report of the Joint Stock 
Bank of Prague: “Adhering faithfully 
to its old-established and well tested 
principles, our institution maintained 
the required liquidity of resources and 
accomplished fully its task in our 
economy. It particularly gladly met 
the increased need of funds on the part 
of its friends in industry, trade and 
commerce, whose number further in- 
creased. It participated in financing 
the crop and likewise satisfied, within 
the utmost limits of its possibilities, 
the needs of public quarters.” 


lone 


Unfavorable Trade Balance in the 
Argentine 


THe Government issued on July 22 the 
foreign trade figures for the first six 
months. These showed a very small 
favorable balance for June and a net 
unfavorable balance of m$n 35,091,000 
for the first half year. During this 
period 19.2 per cent. of total imports 
came from the United States, 18.8 per 
cent. from Great Britain and 10.1 per 
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Christiania Bank og K reditkasse 


Oslo, Norway 


Founded 1848. Telegraphic address: Kreditkassén 


First established 
private bank in 
Norway 


BANKING BusINEss OF EVERY 
DESCRIPTION TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 


cent. from Germany, compared with 
16.3 per cent., 19.8 per cent. and 10.9 
per cent., respectively, during the same 
period in 1937. In buying from Ar- 
gentina, Great Britain continues in first 
place with 29.8 per cent. against 26.1 
per cent. last year, but the United 
States which at this-time last year was 
in second place with 15 per cent. has 
dropped to fourth with only 6.4 per 
cent., both Germany with 11.7 per cent. 
and Brazil with 7.9 per cent. exceeding 
it. 


~ 


South American Trade To Be 
Assisted 


A PROGRAM to help American manu- 
facturers sell more goods in the face of 
competition from Great Britain, Ger- 
many, France, Italy and Japan in the 
South American market was outlined by 
Warren Lee Pierson, president of the 
federally-owned Export-Import _ bank, 
on his departure by plane for South 
America. 

Mr. Pierson plans to visit all the 
major countries in South America dur- 
ing a “two months’ exploratory trip” as 
part of the bank’s long-range campaign 
to assist American exporters to partici- 
pate more fully in Latin American trade. 

The bank, which for several years 
has concentrated its efforts on stimulat- 
ing trade with European nations, is 
now turning its attention to Latin 
American trade possibilities. One of 
its recent moves was to arrange for the 
discounting of $5,000,000 in notes of 
the Haitian Government, the proceeds 
of which will be used to purchase 
American-made building supplies for 


the Haitian public works program. A 
deal now pending is the financing of 
the sale of 1,000 American-made rail- 
road cars and twenty-six locomotives 
to the Brazilian Central Railways. 

Despite the comparative nearness of 
the United States to the South Ameri- 
can market, this country the last few 
years has supplied only about one-third 
of the aggregate imports of the twenty 
Latin American republics, according to 
Department of Commerce statistics. 

In 1936, the latest year for which 
figures are available, America supplied 
31 per cent. of the imports of these 
twenty nations, Germany 15.5 per cent., 
Great Britain 13.4 per cent., France 3.3 
per cent., Japan 2.9 per cent. and Italy 
2.4 per cent. 


~ 


General Conditions 


FRANCE is slightly reducing her volume 
of imports, and the rise in commodities 
has apparently come to a halt. 

Italy is reducing her unfavorable 
trade balance. For the six months 
period of this year the deficit in inter- 
national trade (excess of imports) 
stands at 893.9 million lire against 
1,872.1 million in 1937, showing an 
improvement of 978.2 million lire. If 
the trade with Italian .colonies be de- 
ducted from these figures, imports stand 
at 6,950.7 million lire and exports at 
3,779.3 million, leaving an adverse 
balance of 2,047.5 million as compared 
to 3,171.4 million in 1937, showing an 
improvement of 1,123.6 million lire. 

Conditions in Holland and the Scan- 
dinavian countries show little change 
in'Tecent weeks. 
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Current conditions in Canada 


HE Monthly Letter of the Bank of 

Montreal dated August 23, 1938, 

comments as follows on the Ca- 
nadian situation: 

“Favorable harvest conditions in all 
Canadian provinces are brightening the 
outlook for business in the approaching 
autumn and winter. Business operations 
in Canada, while reflecting the Ameri- 
can depression to some extent, have at 
no time reached the same low level and 
are responding now to the slight better- 
ment noticeable to the south, as well 
as to domestic economic influences. 
Harvesting is now general in the Prairie 
Provinces where late rains have been 
beneficial in improving the quality of 
grain that had been ripening rather too 
rapidly. 

“A number of business indices have 
moved upward during the past month 
but others have hung back or even re- 
ceded. However, the Government at 
Ottawa. by fixing a minimum price of 
80 cents for wheat, has removed one 


element of uncertainty and ensured a 
substantial increase of rural purchasing 
power in the Prairie Provinces. The 
merchants in that territory are making 
preparations for a larger fall and win- 
ter business than in any recent year, 
and from this eastern industries should 
get a stimulus. The British Air Mis- 
sion, which is now in Canada, has 
reached the stage of definite negotia- 
tions with various aircraft and other 
manufacturers in respect to the placing 
of contracts. Preliminary figures on 
the volume of summer tourist traffic 
show that the number of American cars 
entering Canada at certain important 
points of ingress has been about 5 per 
cent. less than at the corresponding 
date of 1937 and that the number of 
passengers shows an even greater de- 
crease, while the visitors are said to be 
spending less than usual. Accordingly, 
business at the holiday resorts is not as 
brisk as it was a year ago, but it is 
still fairly good. There is some indi- 
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cation of a general increase in purchas- 
ing power, as in June the dollar value 
of consumer purchasing for 12 lines of 
retail trade gained 5 per cent. over the 
May volume and was only 1 per cent. 
lower than in June, 1937.” 


~~ 


In its Monthly Commercial Letter for 
August, The Canadian Bank of Com- 
merce reports clearly visible signs of 
an industrial revival when compared 
with conditions existing in the preced- 
ing month. Its index “number of 
manufacturing activity for July cover- 
ing more than one hundred individual 
industries, divided into twenty-two 
groups, rose slightly over that for June, 
when it was about 14 per cent. below 
that for the like month of last year. 
Whether this caontraseasonal upturn 
marks the turning point from the reces- 
sion of the past seven months to a gen- 
eral economic revival will be estab- 
lished conclusively during the next few 
weeks when agricultural harvest pros- 
pects come into clearer perspective. 
Damaging elements of a serious char- 
acter have so far been confined to local 
and sectional areas, and the present out- 
look, except in British Columbia, is for 


higher and more uniform crop yields 


than for several years. The present 
stand of all grains in the Prairie Prov- 
inces, though less than a few weeks 
ago, is about twice as great as a year 
ago. The crops are, however, still ex- 
posed to danger from a plague of in- 
sects and rust, as well as from frost. 
Wet weather in Eastern and Central 
Canada has been highly beneficial to 
growing crops and pastures but detri- 
mental to hay and ripe grains, which 
have suffered also from rust and worms. 
In fact, the plant infection of insects 
and disease over most of Canada is this 
year of epidemic proportions.” 
Recorded figures for export trade 
during “the half year ending June show 
a sharp decline from those for the pre- 
vious six months and for the same 
period in 1937. The value for the past 
half year was $391 million, as com- 
pared with $528 million for the first 
half of 1937 and $582 million for the 
second half. This seemingly drastic de- 
cline does not, however, indicate an 
impairment in the volume of trade 
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commensurate with the reported decline 
in dollar values, for three reasons: (1) 
The greatest decline (one of $59 million 
as compared with the first half of 1937) 
is in exports of gold bullion, which is 
regarded as merchandise. During the 
six months ending June, 1938, only 
$47,000 was shipped in this form, the 
balance of bullion being exchanged for 
gold coin held by the Bank of Canada 
and shipped abroad, where fairly high 
premiums were obtainable for gold in 
this more easily hoarded form. Ship- 
ments of coin, which amounted to $48 
million, are not treated as merchandise 
and the value of these gold exports is 
not included in the trade figures. The 
apparent decline arises, therefore, out 
of this difference in accounting, and the 
actual decline in coin and bullion is 
less than $12 million below each of the 
two six month periods of 1937. (2) 
The decline in the value of exports of 
wheat and flour below those of the first 
half of 1937 (about $2814 million) 
was the result, not of lack of markets, 
but of a temporary shortage of grain 
arising from the widespread crop dam- 
age in 1937, a condition which should 
be remedied within a month’s time by 
the more normal crop conditions this 
season. (3) The price level was gen- 
erally lower, some of the most impor- 
tant items in our foreign trade, such as 
lumber and base metals being most 
severely affected, with declines ranging 
up to 20 per cent. as compared with 
the first half of 1937. An increase in 
the total volume of the base metals 
failed to offset the lower value per 
unit.” 


~~ 


THE Monthly Review of The Bank of 
Nova Scotia says that it is a matter of 
common knowledge that wholesale 
prices in Canada have fallen consider- 
ably in the past twelve months. The 
official index, published by the Do- 
minion Bureau of Statistics, declined 
from 87.5 per cent. of the 1926 aver 
age in July, 1937, to 80.1 per cent. in 
June last—a drop of about 8 per cent. 
This was the first significant recession 
in prices since 1932 and resulted in the 
loss of about half the gains recorded in 
the strongly rising markets of late 1936 
and early 1937. 
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PUBLIC RELATIONS 


Edited by MALCOLM DAVIS 


The F. A. A. round-up 


HE Financial Advertisers Associa- 

tion Convention will be held in 

Fort Worth, Texas, from October 
31 to November 3. The meeting will 
be essentially a working conference. 
The general theme of the convention 
will be “a study of the application of 
research to the problems of the finan- 
cial field, including a study of the 
effects of the present banking situation 
on the public relations problem.” 

General speakers before the conven- 
tion as announced at the time of this 
writing are: 

Elmo Roper, of Rockefeller Center, 
New York, who conducts the Fortune 
magazine quarterly surveys and who 
attracted world-wide attention by pre- 
dicting the re-election of President 
Roosevelt within less than 1 per cent. 
of the actual returns. Mr. Roper’s ex- 
perience in this*relatively new field of 
sampling and appraising public re- 
action will be placed before the con- 
vention in an address entitled “Can Re- 
search Benefit Banking?” 

Bert H. White, vice-president of the 
Liberty Bank, Buffalo, N. Y., will speak 
on the subject of how banks can help 
their industrial customers through re- 
search laboratories. Mr. White is 
rapidly gaining nation-wide attention as 
an originator of practical ideas for im- 
proving relations with industrial cus- 
tomers. 

Dr. J. C. Dolley, head of the depart- 
ment of banking, University of Texas, 
will present a four-hour course on how 
bankers can meet the public relations 
problems created by changing economic 
conditions. 

George O. Everett, assistant vice- 
president, First Citizens Bank and 
Trust Company, Utica, N. Y., and first 
vice-president of the Association, will 
conduct a two-hour course in employee 


training. Mr. Everett will demonstrate 
laboratory methods and present a work- 
able, practical and proven plan for 
such training. 

Other general courses and a number 
of vital and timely departmental ad- 
dresses and conferences are scheduled 
and will be announced by the Associa- 
tion at a later date. 


Special Travel Arrangements 


Special train fares and travel con- 
veniences are being arranged by the 
committees in charge of transportation 
in the various localities. While these 
arrangements are still in the making, 
it is reported that Fort Worth takes 
less time to get to than most people 
suppose, and that the special rates will 
be extremely liberal. 

St. Louis has been designated a 
meeting place fer delegates on route. 
A special F. A. A. train leaves St. 
Louis at 8 p. m., October 29; stops over 
at Longview, Texas, the next morning 
where a special trip through the world’s 
largest oil field has been arranged, and 
arrives at Fort Worth on the afternoon 


of October 30. 


Side Trip Through Mexico 


About ten days will elapse between 
the ending of the F. A. A. convention 
and the start of the American Bankers 
Association meeting in Houston. Dele- 
gates wishing to attend both conven- 
tions—and those who wish to take a 
side trip after the F. A. A. meeting or 
prior to the A. B. A. meeting—may 
join a De Luxe trip through Mexico 
which has been arranged for them. The 
itinerary will include: San Antonio 
(Texas), Monterrey, Saltillo, Mexico 
D. F., Cholula, Puebla, Xochimilco (the 
floating gardens) and return. Many in- 
teresting excursions en route have been 
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planned in conjunction with the Mis- 
souri Pacific Lines and the National 
Railways of Mexico. The cost for the 
ten-day trip is moderate. For example, 
a lower berth costs $147.65—this price 
includes train fare, berth, all meals on 
the train, hotel accommodations, 
special excursion fares, baggage trans- 
fers, and a number of other meals in- 
cluded in the special excursion trips. 
The aforementioned price is from Fort 
Worth, through Mexico, and return to 
Fort Worth. 

The Fort Worth Chamber of Com- 
merce describes Texas as occupying all 
of the continent of North America ex- 
cept a small part set aside for the 
United States and Canada. This youth- 
ful exuberance is refreshing indeed, 
and in all likelihood will develop into 
one of the warmest welcomes that any 
convention group has ever received 
anywhere. In Texas is mingled the 
Western atmosphere of ready friendli- 
ness, with the Southern atmosphere of 
renowned hospitality. 


~_ 


Loan Advertising 


Not so long ago, many banks were 
had 


Some advertised the 


advertising the fact that they 
money to loan. 
volume of loans that they were already 


handling. In the last month or so— 
ever since Jesse Jones started batting 
the banks in an effort to “stimulate” 
loans — this advertising procedure 
seems to be reversed. Now the stress 
seems to be lying on loan volume 
rather than on money available to lend. 

The average person reads on the 
front pages that banks aren’t lending 
money. Some friend of his tried to get 
a bank loan, and the bank turned him 
down. Probably his friend needed 
new capital and didn’t understand the 
distinction. So the average person 
passes by the bank and says to himself: 
“The old fuss-budgets” or words to 
that effect. 

The bank, however, probably has 
$672,000 in loans out at that very 
minute. But how’s the average person 
to know that? 

An increasing number of banks are 
meeting this situation point blank with 
advertising that tells about loans and 
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at the same time encourages applica- 
tions for new loans. 

Take, for example, a recent ad 
signed by State-Planters Bank and 
Trust Company (Richmond, Va.) which 
reads as follows: 


A NEW STATEMENT 
Of An Old Policy 


During recent weeks public attention has 
focused on various statements—pro and 
con—concerning the lending policies of 
banks. While it is neither the intention nor 
desire of this bank to enter the controversy, 
a statement of its lending policy is, per- 
haps, both timely and of interest to the 
people of Richmond and this trade area. 

Last year State-Planters made 18,754 
loans totaling in excess of $85,000,000,00, 
The size of these loans ranged from $50.00 
to $375,000.00. They were made to many 
types of business enterprises, both large and 
small, as well as to individuals in all walks 
of life. 

According to the published statement of 
June 30, 1938, State-Planters had 174% 
million dollars loaned on that date as 
against 16 1/3 millions on the same date of 
last year—an increase of almost $1,000,- 
000.00. These figures speak for themselves. 

State-Planters is—and always has been— 
not only willing but glad to make sound 
loans which will benefit the borrower and 
provide working channels for the funds of 
its depositors. 


Another excellent example of what 
banks can do to combat misunderstand- 
ing is the following ad-from The First 
National Bank, Mount Dora, -Florida. 
The town has a population of 3500 and 
the bank has deposits of $603,068. 
Here is the ad: 

CREDIT 

Credit is the lifeblood of a community. 
This bank has always taken care of every 
legitimate credit need of the citizens of 
Mount Dora and the surrounding territory 
in good times and in bad times. 

Our records show that since January Ist 
a total of 

$71,427.62 
in NEW LOANS have been made to the 
Citrus Growers, Farmers, Business Men 
and others in this vicinity. 

Our records show that we have increased 
our loans in this section more than 33 1/3 
per cent. over the year 1937. 

Loans May 23, 1937 
Loans May 23, 1938 
Increase in Loans over 1937 
$51,603.79 

We are making every effort possible to 
improve conditions and increase business in 
Mount Dora. : 

We will be glad to consider your credit 
problems at any time. 
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Mr. and Mrs. 


THE syndicated cartoon strip, known 
to millions of people as just plain “Mr. 
and Mrs.” got off a little joke awhile 
ago that brought forth some unusual 
consequences,- The cartoon showed 
“Mrs.” opening several direct mail 
pieces and laughing most heartily over 
each. One mailing piece invited her 
to store her oriental rugs; another sug- 
gested that she store her-sables and 
silver fox; a third suggested that she 
stop worrying “about your diamonds 
for the summer if you take one of our 
safe deposit boxes.” The good lady is 
amused by this because, apparently, 
she has few, if any, oriental rugs, 
sables, silver foxes or diamonds. 

But the Mississippi Valley Trust 
Company reprinted the cartoon strip as 
illustration for an advertisement. The 
heading stated: 


Dear Mrs. Green: (an open letter) 
MAY WE DIFFER WITH YOU—JUST 
THIS ONCE? 


The copy began by saying “Usually 
we wouldn’t dare because we think you 
are nearly always right—but when you 
talk about Safe Deposit Boxes you 
bring up a subject very near to us. We 
think we can tell you some interesting 
facts about Safe Deposit protection that 
perhaps you haven’t thought of before.” 

The advertisements continues by de- 
veloping the fact that while safe de- 
posit boxes are a good place for dia- 
monds, they are also excellent for such 
things as receipts, important canceled 
checks, wills, insurance papers, stocks 
and bonds, and so on. It tells of the 
many valuable things besides diamonds 
kept under safe deposit protection — 
things such as a baby’s curl, heirlooms, 
love letters and other invaluable per- 
sonal and sentimental articles. 

Apparently, when opportunity 
knocks, this bank has the agility to 
open the door. 


Robot 


A writer in the Nebraska Bankers 
Association Record reports the follow- 
ing story. Says he: 

“Does anything like this happen in 
your bank? A man who gets around 
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the State in another’ line of business, 
while waiting to see the managing 
officer of the bank, heard':a customer 
forcefully expressing to the teller his 
displeasure about something, and the 
best response the latter could give was, 
‘I think so, too, but I am told to do it 
that way.’” 

Wow! And who is to blame, the 
bank or the teller? 


Radio Prize 


Two delighted young ladies in Youngs- 


town, Ohio, won grand prizes in a 
radio essay contest conducted by the 
Youngstown Clearing House Associa- 
tion. For about three months, the 
Association has been on the air present- 
ing a series of programs that explain 
banking services. In conjunction with 
this program, a contest was conducted 
among high school students, awards 
being made for the best essays received 
on the subject, “What the Banks Mean 
to Our Community.” The first prize 
was a year’s scholarship in the Youngs- 
town College; second prize was a 
moving picture camera. 


Bank Money Order 


BANK money orders have made their 
initial appearance in Los Angeles, Cal., 
recently when California Bank began 
the sale of the new form of bank check. 

The new money order, in addition to 
having all the features of the familiar 
cashier’s check, shows the name of the 
purchaser who also receives a receipt 
giving full details of the transaction. 

Arthur T. Brett, cashier of the bank, 
explains that the new money order is 
“especially designed for bank cus- 
tomers who for one reason or another 
do not have checking accounts. . . . As 
compared with other money orders, 
offered for sale at a sliding scale of 
fees, the new bank order will be issued 
in any amount at a flat fee of ten cents 
and will be available at all the offices 
of California Bank.” 


Home-Town Buying 


One of the major problems in subur- 
ban communities, as far as the local 
merchants are concerned, is the fact 
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that many citizens go to the big city to 
do their shopping. 

As a matter of good-will, The Irving- 
ton National Bank (Irvington, N. J.) 
has been conducting a campaign urging 
people to do their buying at home. 
This not only pleases local merchants, 
but helps boost local business and 
identifies the bank as a civic-minded 
institution. A sample of this campaign, 
published in August, is as follows: 

FOOD AND CLOTHING 

These two necessities take the best part 
of the average Irvington family income— 
Income which can be profitably spent in 
Irvington. 

Buy these items locally and _ support 
Irvington business which pays local taxes. 
Help create bigger and better shopping 
centers in town. Assist in making Irving- 
ton a better place in which to live. 


Shop In Town And Help Irvington Business 
IT HELPS YOU! 


Diorama in Miniature 


In the lobby of the Barnett National 
Bank Building (Jacksonville, Fla.) there 
has been buit an amazing life-like dio- 
rama of Fort Caroline; the scene shows 
the unloading of French ships sent 
over in August, 1565, to strengthen 
the fort against attack. In the fore- 
ground is a 60-gun man of war, five 
sailboats and two rowboats, all carved 
from white pine wood and painted in 
natural color. The man of war is about 
five inches long and three inches from 
waterline to mast top. Plastic paint 
was used for the island and surround- 
ing sea. Tree trunks are made from 
twigs, using feathers for palm leaves, 


and deer moss for other vegetation. The 
diorama was designed and built by Roy 
Duer, instructor of dioramic arts of 
the museum project, recreation division 


of the WPA. 
Design for F. H. A. 


A NEWCOMER to those banks aggres- 
sively selling homes via the FHA is 
The First Wisconsin National Bank of 
Milwaukee.. The bank has embarked 
on a series of ads explaining the FHA 
plan, the bank’s participation in it, and 
the virtues of home ownership. A dis- 
tinctive feature of the series is an 
identifying design which embodies all 
three of the aforementioned factors. 
The design is worked into each ad, and 
is reproduced herewith as an example 
of what can be done in promoting the 
continuity of an idea. 


Keep Your Name Before the Public 


THE following is from the Financial 
Advertisers Association Bulletin, passed 
along for the amusement (???) of our 
readers. It’s a true story and hence 
an anonymous one: 

“The Advertising Manager of the 
Easygo Trust Company has been ex- 
plaining the merits and functions of 
bank advertising to the new vice-presi- 
dent in charge. The new boss was a 
willing listener. He had no objections 
to being told how and why banks need 
advertising—how to lessen the ire of 
legislators, how to educate the public, 
how a vice-president can be helped to 
shorten the time between the first hand- 


Borrow from the FIRST WISCONSIN 


| 


|_—_ 


The above design is an integral part of the First Wisconsin National Bank’s home- 
building, F. H. A. advertisements. Not only does it express the ideas involved, but 
it gives continuity to the series. 
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shake and the John Henry on the signa- 
ture card or to notification of the will 
appointment, how to gain competitive 
advantages. He appeared to listen in- 
tently as it was explained that the pic- 
ture-of-the-factory school of advertising 
was obsolete, that advertising to direc- 
tors pleased the directors but didn’t get 
much response from real prospects. He 
seemed to agree that to discuss matters 
of interest to the other fellow holds his 
grateful attention and that the same 
formula should work as well in adver- 
tising. But it appears that he just 
couldn’t help reverting to type. 

“The next day, the advertising man- 
ager received the following memoran- 
dum: ‘Enjoyed and benefited from 
your lucid discussion of advertising 
yesterday. Attached is a copy of an 
ad of the Gaga National Bank which 
appeared in this morning’s paper and 
which impresses me as being the type 
of advertising we should adopt. See 
what you can do along these lines.’ 

“Attached, showing a line cut of the 
Gaga banking quarters, was a 56 line 
rate-holder.” 


Eye-Catchers 


AN interesting and effective bank 
lobby exhibit was displayed by the 
Citizens and Southern National Bank 
(Atlanta, Ga.) during National Cotton 
Week. About thirty-five Georgia cot- 
ton mills participated in what turned 
out to be one of the most comprehen- 
sive textile displays ever held in the 





J. Lewell Lafferty deserves a large 
part of the credit for bringing the 1938 
Financial Advertisers Association Con- 
vention to Fort Worth, Texas. 

Because of this, many of our readers 
will undoubtedly visit Fort Worth with- 
ina month or so. If they don’t, it 
won't be the fault of Mr. Lafferty and 
his associates. 

So it is but appropriate that this 
month we tell our readers a little some- 
thing about Lew that perhaps they 
didn’t know before. 

To hear Lew talk, one would imagine 

t Texas was born and bred in him. 





Who’s who in bank public relations 
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South. The object was to give people a 
better appreciation of the cotton prod- 
ucts “made right in our own state, by 
our own people and from our own 
cotton.” 


A POSTER prominently displayed in the 
windows of branches of Central Han- 
over Bank and Trust Company (New 
York) is making the casual passer-by 
stop and read. Copy is short so as to 
stand a fair chance of being read after 
the heading catches the eye. Here ‘tis: 
From 
Aberdeen to Zanzibar 
Wherever you travel, a Central Hanover 


Letter of Credit serves as a financial in- 
troduction. 


Tue “Industries of Quincy” series, 
previously mentioned in this depart- 
ment, goes on apace with five more ad- 
vertisements presenting local industries 
to Quincy citizens. The industries are 
the Quincy Adams Yacht Yard, Nor- 
folk Paint & Varnish Conipany, Avedis 
Zildjian Company (we'd better explain 
that this “most interesting industry” is 
the secret art of making cymbals—the 
formula and process being jealously 
guarded by the senior male member of 
the Zildjian family; has been for 315 
years), the General Seltzer Manufactur- 
ing Company and the Vulcan Tool 
Manufacturing Company. Each ad is 
replete with illustration of plant, prod- 
uct or personnel. The ads, of course, 
are produced by Quincy’s Granite Trust 
Company. 


But he was reared in Little Rock, Ar- 
kansas. There he received his early 
scltooling and, indeed, his military 
bearing is probably the result of the 
time he spent in the Gulf Coast Mili- 
tary Academy, Gulfport, Miss. 

As time passed, Lew marched on 
through the University of Arkansas 
and, at long last, to Texas. 

From 1925-1927, Mr. Lafferty was 
associated with the North Texas Trust 
Company, in Dallas. During the next 
two years, he managed the bond depart- 
ment of the Dallas Trust & Savings 
Bank. 
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J. Lewell Lafferty is an Assistant 
Vice President of the Fort . Worth 
National Bank, Fort Worth, Texas, 
and a Director of the Financial Ad- 
vertisers Association. 


From 1929-1933, he was secretary of 
the Fort Worth National Company. The 
years 1933-1936 found him an assist- 
ant cashier of The Fort Worth National 
Bank; and since 1937 he has been an 
assistant vice-president of that institu- 
tion. 

Lew Lafferty is civic-spirited and ac- 
tive in community and fraternal organ- 
izations. He is a past president of the 
Fort Worth Junior Chamber of Com- 
merce, and former treasurer of the Fort 
Worth Kiwanis Club. 

He belongs to the Colonial Golf and 
Country Club and the Fort Worth 
Salesmanagers Club. A member of 
Sigma Alpha Epsilon, he is at present 
Archon of Province Theta, which prob- 
ably means something very special to 
our S. A. E. readers, if not to us. 

Lew and his charming wife, Esther, 
and ‘daughter Ann (seven years old) 
live at 3209 Park Hill Drive, in Fort 
Worth. 

A director of this Association, Lew is 
also general chairman of the Fort 
Worth Convention Committee, which is 
something of a job as Fort Worth is 
apparently going to bring the town to 


the F. A. A. delegates this fall. The 
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streamlined activities of the sixteen 
(16) . convention committees can. be 
judged an .adequate indication of the 
splendid arrangements that are being 
made. 

Apparently, Lew is so busy’ right 
now that. vacation preferences don’t 
enter his head. Maybe they will; 


though, along about November 4. 


© 


THE INSURED STATE BANKS 


TABULATION of statements of 1937 earn- 
ings, expenses,.and disposition of profits 
submitted to the Federal Deposit Insur- 
ance Corporation by 7,442 insured state 
banks not members of the Federal Re- 
serve System disclosed the following 
picture of their operations during the 
year: 

1. Net current operating earnings 
before recoveries and _ charge - offs 
amounted to $89 million, an increase 
of 814 per cent. over the figure for 
1936. 

2. Net profits after recoveries and 
charge-offs but before dividends 
amounted to $44 million, a decrease 
from the figure, $58 million, reported 
for 1936. 

3. The smaller net profits in 1937 
were due chiefly to a decrease in profits 
on securities from $37 million in 1936 
to $18 million, or approximately one- 
half, in 1937. 

4. Losses on securities through sales 
and charge-offs were $28 million in 
1937, compared with $23 million in 
1936. Losses on loans and on other 
assets were smaller in 1937 than in the 
preceding year. 

5. Gross current operating earnings, 
amounting to $310 million, were 6 per 
cent. higher than in 1936. Interest and 
discount on loans and interest and divi- 
dends on securities, which have shown 
an increase in each of the last three 
years, were both about 5 per cent: 
greater than in 1936. 

6. Total current operating expenses 
were $221 million in 1937 compared 
with $211 million in 1936. 

7. Common and preferred cash divi- 
dends declared and interest paid on 
capital amounted to $24 million, ap- 
proximately the same as in 1936. 
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BOOKS for BANKERS 


1937-1938. 
New York: 
1938. 


Money AND BANKING. 
League of Nations. 
Columbia University Press. 
$2.75. 

INEFFECTUAL though the League of 
Nations may have been in its attempts 
at controlling the policies of the 
strong-arm rulers of Europe and Asia, 
it is anything but ineffectual in 
the compiling of pertinent and un- 
biased financial information. The 
League brings together in this annual 
series published in two volumes in- 
formation about currency and banking 
all over the world. The developments 
oi the last few years up to February, 
1938, are reviewed in the first volume 
entitled Monetary Review, and the facts 
and figures for 49 countries, on which 
this review is based, are given in the 
second volume, Commercial and Cen- 
tral Banks. 

By treating the question chronologi- 
cally and providing illustrative tables 
the Monetary Review volume analyzes 
gold and exchanges, banking policy 
and government finance, the supply of 
money, the status of central banks, and 
commercial banking legislation in the 
principal countries of the world. Pains 
are taken to show the direction of the 
flow of the world’s gold reserves in re- 
cent years until six countries — the 
United States, France, the United King- 
dom, Belgium, the Netherlands, and 
Switzerland—have come to hold 87 per 
cent. of the total monetary gold stocks 
in existence (excepting Spain and the 
U.S.S.R.). Of these six countries the 
United States is by far the most im- 
portant with a total of 55 per cent. 

The work of the compilers has been 
considerably hampered by the limited 
information published by some coun- 
tries. From Spain and Russia no in- 
formation at all has been available for 
the last few years, and the information 
from Germany, Italy, and Japan has 
been fragmentary. The recorded re- 
serves of the last three countries repre- 
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sent only 2 per cent. of the total for 
the world, but it is known that there 
are important unrecorded reserves, par- 
ticularly in Germany. The individual 
analyses of the principal countries re- 
veal how the financial burden of each 
is being born. In Germany, despite 
consolidation loans, rising tax receipts, 
and industrial. self-financing the total 
bill holdings of German banks _in- 
creased from 4.5 milliard marks in 
1933 to over 12 milliards at the end 
of 1937, under the strain of the Four 
Year Plan. In Japan the burden of 
government requirements placed upon 
the banking system has caused sharp 
price rises, and despite the rigid ex- 
change restrictions and complete con- 
trol of the state over foreign trade, the 
import surplus has increased from 71 
million yen in 1936 to 608 millions in 
1937. 

In the United States the figures class- 
ifying the various types of Treasury 
obligations show that the financial 
strain caused by the business depres- 
sion in this country has resulted in 
the attempt on the part of the Govern- 
ment to secure most of its financing 
through comparatively long-term bonds 
instead of by means of notes and cer- 
tificates and bills. Bonds have risen 
from 50 per cent. of the interest bearing 
public debt in 1935 to 61 per cent. in 
1937 with a consequent decline in the 
volume of notes and certificates and 


bills. 


Data presented on central banks 
shows how these institutions through 
both legal enactment and current prac- 
tice have immeasurably widened the 
scope of their operations and become 
more and more instruments of govern- 
ment policy. They have obtained 
greater freedom of action which en- 
ables them to give assistance where it 
is required and to combat in advance 
a drift towards a general depression. 

The last chapter contains a compara- 
tive analysis of commercial banking 
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legislation throughout the world by 
means of which the American Banker 
can compare his institution and the 
restrictions under which it operates 
with other similar institutions in every 
country. 

Volume II, Commercial and Central 
Banks contains the detailed facts and 
figures in tabular form from which 
the conclusions and the text of volume 
I were drawn. 


ForEIGN Batances. By Paul Einzig. 
New York: The Macmillan Co. 1938. 
Pp. VIII-186. $2.75. 


Not sO many months ago, Dr. Einzig 
presented his book on the theory of 
foreign exchange. He has now pub- 
lished a complementary volume on 
foreign balances. He is thus filling an 
outstanding gap in the literature of 
banking and finance. 

After a few introductory chapters in 
which he outlines the history of foreign 
balances from the Middle Ages to the 
present, the author takes up both the 
theoretical and practical aspects of 
foreign balances as they have existed 
in recent years. He begins by classi- 
fying them according to type: official 
foreign exchange reserves, foreign 
banks’ balances, and foreign non- 
banking customers’ balances. He then 
reclassifies them according to their 
origins, their liquidity and the objects 
for which they are held. It is interest- 
ing to note in this connection that he 
includes in his study not only deposits 
with banks and acceptances, but also 
holdings of other short term paper, of 
securities and even of bank notes. 


He analyzes “hot money,” refugee 
money, money transferred to avoid tax- 
ation as well as foreign balances held 
to facilitate various types of normal 
business transactions. 


While most of the illustrative ma- 
terial is drawn from British experience 
{London certainly has had more ex- 
perience of this type than any other 
center on which to draw), he also 
makes frequent reference to what has 
transpired in the United States. 


It is a unique book, written with 
Dr. Einzig’s usual technical skill and 
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it merits the attention of all those 


interested in foreign banking. 


ACCIDENT AND HEALTH INSURANCE FROM 
THE Victim’s Point oF View. By 
Bion H. Francis and Sumner Har- 
wood. Cambridge, Mass.: American 
Institute for Economic Research, 
1938. Pp. v-64. $1. 

“THE buyer’s guide to accident insur- 

ance” might well be the title of this 

brief book. Taking the position that 
accident insurance should be, and prob- 
ably is, part of the average man’s finan- 
cial program, the authors attempt to 
unravel and sort out the countless types 
of policies in order that the buyer may 
discover just which policy fits his par- 
ticular needs. The multiplicity of com- 
peting companies, different policies, and 
eager salesmen have so fogged the field 
that the layman cannot see his way. 
Protection is the object of all insur- 
ance, and obviously life insurance which 
might have to be abandoned in the event 

of a disabling accident or serious ill- 

ness is not by itself adequate protection. 

To the man of limited means who can- 


not rely on his personal budget to meet 
an emergency, accident insurance is the 
only answer, and for this reason it is 
essential that he know just what bene- 
fits he may expect from the policy he 


chooses. With this in view the book 
by means of charts lists all important 
insurance companies issuing accident 
and sickness policies and compares 
policy features and prices. 

The book is a valuable practical 
guide, but one sentence in it is more 
important than all the rest put together, 
superfluous though it may seem. That 
sentence is: “Before purchasing any 
policy, it should be read carefully.” 


MEN AND Iron. By Edward Hunger- 
ford. New York: Thomas 
Crowell Co. 1938. Pp. XXIV-424. 
$3.75. 


THE difference between the main title 
and the sub-title of this book marks the 
difference between a factual record 

an absorbing piece of work. The sub- 
title is The History of New York Cen- 
tral, but the book is more than this. It 
is the life and the struggle of the rail- 
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road and its promotors to win a place 
as a leader in a new industry. 

There are two ways to write a com- 
mercial history. One is to assemble 
data from the past, sum it up, and pre- 
sent a series of comparative results. 
This method gives accuracy, complete- 
ness, and in most instances a severe 
case of boredom except to a few proud 
officials of the company concerned. 
The other way, Mr. Hungerford’s way, 
is to take the reader back into the dis- 
tant past and with him live through 
the life of the company sharing its 
struggles, its occasional set-backs, and 
its final triumphs. This Mr. Hunger- 
ford has done and done so well that in 
non-fiction form he has produced a 
book as gripping as a historical novel 
such as Walter D. Edmond’s Erie 
Waters, an epic of the New York Cen- 
tral’s early rival, the Erie Canal. 


“Business is business” is a catch 
phrase which receives altogether too 
much homage. There is, as Edward 
Hungerford shows us, a romance to 
business and the proof of this is the 
very progress of business itself. Were 
this not the case, were it not for the 
essential place of imagination in busi- 
ness, the inventive genius and the far- 
sighted organizer would have found 
other fields to conquer. There are men 
in business as well as facts and figures, 
ordinary men like the rest of us and 
men whose lives are the most potent 
available source of encouragement in a 
time when business seems not to be all 
that it might. 


There is a special significance in the 
title of this book that is carried through 


to the last page. The title is Men and 
Iron, not “Iron and Men.” 


The easiest thing for a reviewer to 
do who is pressed either for time or in- 
telligence is to ramble on about a book 
in abstract terms, to speak of it as 
“interesting,” “gripping,” or “vital.” 
Men and Iron is all of these, but the 
question is why. The answer lies in 
the way the author has approached his 
subject matter. He has neither given 
us unadorned facts and figures nor pic- 
tured the old New York Central as it 
would look to us today; he has, instead, 
shown us the road day by day and 
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generation by generation as it looked 
both to its promoters and its public of 
the time. This he has done by going 
to. original source material such as 
contemporary newspapers and railroad 
journals, company documents, and 
memoirs and reminiscences of those 
close to it. Here is the reason for the 
life and vitality of the story—for it is 
a story. We learn, for example, of the 
disastrous and yet humerous results of 
old-time construction methods from an 
article appearing in the Syracuse Post 
Standard in 1840: 


. .. Snakeheads or strap rails were in 
use ... and they sometimes became loose, 
curling up like hooks under the weight of 
the cars. They occasionally poked them- 
selves up through the cars, a cause of 
serious injury to passengers. 

Young Witherspoon had a seat in the car 
next to the engine, sitting opposite some 
friends. The train rattled over the tracks 
and conversation was not easy, so Wither- 
spoon moved over to the opposite seat, near 
them. As he did so there was a crash, and 
a snakehead came up through the seat 
where he had been, curling itself around 
his throat, but the folds of the scarf his 
wife had wrapped about him saved his life. 


That was part of railroading in 1840. 
So also were numerous political and 
legal struggles and the damatic career 
of old Commodore Vanderbilt, who 
rose from ferry boat operator to head 
of a railroad empire. 

The story of the Central is dramatic 
and full of excitement as would be, no 
doubt, the story of many another great 
American company if told by Edward 
Hungerford. 


THe THEORY OF Prices. Vol. I. By 
Arthur W. Marget. New York: 
Prentice-Hall, Inc., 1938. Pp. xxv— 
624. $6.00. 


Tuts volume is one of the most inter- 
esting which has appeared on this sub- 
ject, in part because of the approach 
adopted and the manner in which the 
material is handled, in part because of 
the mechanical features of the presenta- 
tion. 

From the opening paragraph on, it 
is apparent that the author is concerned 
primarily with an analysis and criticism 
of the monetary and prices theories ad- 
vanced in the first instances by J. M. 
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Keynes and in the second instances by 
other authors who have dealt with these 
subjects. He does not attempt, except 
in a limited fashion to present his own 
philosophy of the subjects discussed, in- 
dicating in his preface that he is pre- 
paring a second volume in which he 
will explain his own point of view. The 
present volume, therefore, is distinctly 
polemical in character, and its great 
value lies in the searching manner in 
which it analyzes the theories of other 
thinkers on this subject. For this rea- 
son, it deals with those margins of 
thought along which clashes occur 
rather than with those portions of mone- 
tary and price theory in regard to which 
there is a greater concensus of opinion. 

The physical layout of the book is 
interesting and has been designed to 
aid the reader. The major sequence of 
the argument is printed in large type. 
Minor expositions and details which can 
be omitted without destroying the con- 
tinuity are printed in smaller type, 
while references and frequently quota- 
tions are printed in the form of foot- 
notes. 

The book has great value to the thor- 
ough student of the subject discussed. 
It shows the results of long and patient 
research, and it is scholarly in its 
presentation. It must be confessed that 
it is not easy reading for, from its 
nature, it requires close application and 
careful thought to follow the arguments 
presented. It carries a real reward, 
however, to those who have the time 
and the persistence to study it thor- 
oughly. 


INFLATION AND DEFLATION, CAN AND 
SHoutp Be Eviminatep. By Emmett 
C. Barr, Pittsburgh, Pa. 


AN exceedingly valuable feature of. this 
book will be found in the ten extensive 
statistical charts which the volume con- 
tains. These charts present in detail the 
business annals of the United States 
since 1800, and banking statistics that 
are of great value as a. reference source. 

Here are some clean-cut expressions 
about money: 

“Despite the use of the term by well- 


known economists, there is no such 
thing as paper money. Neither is there 
such a thing as bank money.” 

Accepting this view, the country has 
no real money, but only promises to 
pay money. “The Federal Constitu- 
tion,” says the author, “provides for 
coining money. It doesn’t say that the 
Congress shall have power to print cur- 
rency and force people to use it or ac- 
cept it as a substitute for money.” 

Failure to differentiate money from 
promises to pay money is considered as 
“one of the fundamental and far-reach- 
ing errors of economic theory.” This 
differentiation must be made if the eco- 
nomic system is to be improved. 

How far the country has departed 
from this principle must be clear to any- 
one familiar with our recent monetary 
history. 

Equally stimulative of thought is 
what the: author says regarding bank 
“deposits” and “depositors.” “It is not 
correct to say that you deposit cash in 
a bank; you lend cash to a bank. What 
a bank calls deposits are accounts pay- 
able. Neither is it correct to say that 
a bank has depositors; it has creditors.” 

The author suggests a new monetary 
system, and also a revision of the bank- 
ing structure. For the details of these 
proposals, the reader is referred to the 
book itself. 

From the character of the text and the 
extensive bibliography, it is evident 
that Mr. Barr has devoted close study 
to the subject of which he treats. 


BOOK NOTE 


In a recently published pamphlet en- 
titled “Your Income and Mine,” Max- 
well Stewart, editor of the Public Af- 
fairs Committee, finds that the real in- 
come of the average American—whether 
laborer or professional man—was 6 per 
cent. less in 1936 than it had been in 
1929. Employes of banks, insurance 
companies and similar financial insti- 
tutions were found to earn about three 
times as much as the average of those 
engaged in agriculture or an average of 
$1677 against $525. 
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NEWS 


DIGEST 


This department presents a compact ‘review of newsworthy developments in the banking 
field during the past month. The news, obtained from many sources, has been carefully 
condensed and arranged by topics. 


Anniversaries 


@In celebration of its 75th anniversary 
the First National Bank of Hamilton, 
Ohio, will turn back the calendar by 
transforming its lobby by suggestive 
decoration into the period of the early 
60’s. Employees will also help out the 
effect by dressing in costumes of the 
era.’ Through the codperation of the 
Butler County Historical Society and 
manufacturers of bank equipment there 
will be presented a series of displays 
depicting the early life and times of 
the First National. 

A pictorial booklet has been issued 
by the bank giving its history and a 
record of its achievement. 


q August. 12 marked the 20th anniver- 
sary of service with the Chase National 
Bank of New York for John S, Lind its 
second vice-president. Mr. Lind is 
widely known as an authority on muni- 
cipal securities and is chairman of the 
municipal securities committee of the 
I. B. A. 

Frederick J. Naughton, assistant 
cashier, will celebrate his ‘anniversary 
of a quarter of a century with the Chase 
on September 15. 


Henry M. Grissinger of the down- 
town office of the Philadelphia Na- 
tional Bank at 421 Chestnut Street ob- 
served half a century of service with 
the bank last month. He began his 
banking career with the Fourth Na- 
tional Bank on August 8, 1888. 


{Stephen Baker, associated with the 
Bank of the Manhattan Company for 
47 years, celebrated his 79th birthday 
on August 12 at Bar Harbor, Maine, 
where he is enjoying his vacation. He 
began his banking career in 1881 with 
the American Exchange Bank of New 
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York and is now honorary chairman of 
the Bank of the Manhattan Company. 


@ The First National Bank of Fergus 
Falls, Minn., celebrated its 66th anni- 
versary on July 25. The First National, 
which has completed two-thirds of a 
century of service to the public, is the 
oldest bank between the Twin. Cities 
and the Pacific Coast. During its long 
career the bank has had only three 
presidents and three cashiers. The 
presidents have been Henry G. Page, 
Charles G. Wright and Elmer E. 
Adams and the cashiers James Comp- 
ton, E. A. Jewett and R. E. Lincoln. Mr. 
Jewett had the record of serving the 
longest of any cashier in the state, hold- 
ing that office in the First National for 
48 years. 

The bank has a capital of $100,000, 
surplus of $150,000, undivided profits 
of $12,647 and deposits of $1,912,017. 


q The First National Bank of Stroms- 
burg, Nebraska, celebrated its 50th 
anniversary in August. T. A. James is 
president of the bank. 


Associations 


q Trust officers of institutions located 
in the 15 mid-western states are being 
invited to attend the Mid-Continent 
Trust Conference to be held under the 
auspices of the American Bankers Asso- 
ciation on September 29 and 30 at the 
Stevens Hotel in Chicago. Ronald M. 
Kimball, secretary of the Continental 
Illinois National Bank & Trust Co., 
Chicago, and president of the Corpor- 
ate Fiduciaries Association of Chicago, 
in a letter mailed to trust officers in this 
area calls attention to the two-day pro- 
gram designed to enable trust execu- 
tives to discuss freely the pressing prob- 
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lems which engage their current in- 
terest. Every effort has been made to- 
ward keeping the meetings along in- 
formal lines. Ample provisions have 
been made for the entertainment of the 
ladies who are cordially invited to 
accompany their husbands to Chicago. 


Banking as a career 


q The following article, which orig- 
inally appeared in the Financial Post 
of Toronto, gives an idea of the way 
Canadians look on a banking career. 


“School’s out.” 

In tens of thousands of homes across 
Canada the problem arises: “What will 
Johnnie do?” 

How about banking? 
future does it present? 
life does it offer? 

Don’t dismiss banking as a poor pay job 
with a glum future. In fact, you will be 
rather lucky if Johnnie can get a job in 
the bank. 

For two reasons: The great era of bank 
expansion is, for the time being, over. 
Thirty years ago, Canada’s banks were 
setting up scores of new branches. Per- 
haps this growth went too fast. 

For the past eight years banks have been 
closing unprofitable branches. At the end 
of June, 1929, there were 4,195 branches in 
Canada. Now there are only about 3,476. 
And the outlook, by and large, indicates 
that there will be fewer still for some years 
to come. And fewer branches, of course, 
means fewer jobs. 

Second reason why it is hard to get bank 
jobs now—and which makes those jobs more 
attractive—is the fixed policy of the Canad- 
ian chartered banks that they don’t fire 
people. The man who survives his appren- 
ticeship has virtually 100 per cent. assur- 
ance that he has a job for life. Banks re- 
quire such an extensive variety of talents 
that somewhere in the organization there is 
a place for almost everybody. 

What happens to the staff in branches 
that are closed? 

They get jobs somewhere else in the 
organization. If the manager is getting on 
toward retirement age, he may get leave of 
absence—with full pay—for a few years 
until he reaches normal age for going on 
pension. Usually it means that some new 
job must be found for an experienced man. 

For this reason, most of the banks now 
have staffs that are “top-heavy” as one put 
it. They have a bigger staff than they 
need and they have more fully trained 
men than they can properly use. While 
this situation remains—and it will for years 
apparently—there is small room for juniors 
joining the staff. 

“Let nature take its course,” is the cur- 
rent bank hiring policy. Death will help. 
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What kind of a 
What kind of a 


Many will move into other lines of business. 
Between the two the bank staff problem 
will eventually right itself. 

But it is just this situation which is so 
tremendously important for the junior who 
is fortunate enough to get a bank job now; 
It means—that he has “stuff on the ball” 
—that he is going to get ahead far faster 
than his banker father did or ever hoped to, 

By the time Johnnie, who goes into a 
bank this year, will have had 15 years 
experience, a great many of today’s execu- 
tives will have retired. So will a lot of the 
under-executives. In other words, just 
about the time Johnnie knows something 
about the business, the banks will be need- 
ing men to move up into the important 
jobs. 

Not long ago this writer heard one bank 
executive wondering whether it would not 
be more consistent with modern conditions 
for the banks to use more girls on the 
routine jobs. “Then we would pick our 
young men solely for the promise they have 
as managers and executives.” 

Quickly he stopped. “Remember, we 
aren’t saying we will. It just occurred to 
me that might be a move for the future.” 

Here is another angle about promotions 
in a bank. Perhaps no other business has 
such a fine record for promoting men on 
basis of ability alone. The key posts are 
not handed on from father to son. Head 
offices are not family compacts. Almost 
invariably the record of Canadian banks is 
that the men who go high in banking have 
started as juniors and have followed the 
routine, upward path, open to all. This type 
of big business at least remains 100 per 
cent. democratic. 

Has the bank anything to offer the uni- 
versity graduate? 

Sometimes. Every year some university 
graduates are taken into Canada’s banks. 
Some at once go into special work at the 
head office. But, eventually, for most of 
them theirs is the same row as the high 
school junior’s, though at better pay and 
with speedier promotions—if they pan out, 
which not all of them do. 


Bank management 


q Polite criticism of the leniency of 
the new uniform bank examination 
regulations has been voiced by several 
banks in advertisements addressed to 
the public. Said the Union National 
Bank of Youngstown, Ohio, in a state- 
ment to depositors regarding the relaxa- 
tion of the former rigid standards of 
examining procedure: 

“The motives prompting this action 
are of course commendable. We in 
this bank, however, believe that no bank 
can be too rigidly supervised when we 
regard the question from the depositors 
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viewpoint, and that the absolute safety 
of depositors’ funds, which constitute 
the major portion of all funds loaned or 
invested, must be any good bank’s first 
responsibility.” 

The notice goes on to state that de- 
spite the change in examination policy 
the Union National Bank is adhering 
to its own rigid and conservative regu- 
lations governing the loaning of de- 
positors’ funds. 

The Hamilton National Bank of 
Knoxville, Tennessee, issued a similar 
but less direct announcement with its 
regular statement of condition. The 
announcement was headed, “No Sub- 
stitute for Soundness.” 


The preparation of a plan for uni- 
form bank examinations was under- 
taken some time ago by Secretary of 
the Treasury Morgenthau at the request 
of President Roosevelt and with the col- 
laboration of the Federal Deposit Insur- 
ance Corporation, the Comptroller’s of- 
fice and the Federal Reserve Board. 
The division of opinion, which for a 
while threatened to completely disrupt 
the unanimity of the plan and make 
congressional action necessary, came 
over the question of liberality of in- 
vestment policy with Chairman of the 
Federal Reserve Board Eccles on the 
liberal side opposing the others who 
were concerned primarily with protec- 
tion for the depositor. 

Mr. Eccles centered his argument 
around the idea that examination policy 
should be considered as a credit control 
factor and kept in harmony with the 
monetary policies of the Reserve Board. 
In a letter to Senator Vandenberg of 
Michigan he said: 


“In my opinion one reason why bank 
credit is not flowing into productive 
business channels is because the banks 
are under too severe restrictions in their 
lending and investing operations. 

“This is due to both Federal and 
State bank examination policies and to 
the regulations of the Comptroller of 
the Currency governing investments by 
member banks. As to loans, many 
would-be borrowers cannot get de- 
served accommodation by the banks, 
not because the bankers are ‘necessarily 
at fault, but because of the restrictions 
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imposed upon them. While larger units 
of business can obtain ample bank 
credit, there are numerous cases were 
sound local businesses need working 
capital or fixed capital on longer terms 
than the banks can make without being 
criticized by most bank examiners who 
have been trained in the school which 
identifies liquidity with soundness.” 

The letter continues by pointing out 
the regulations of the Comptroller’s 
office limit permissible securities to 
those that are registered and given 
approved rating by rating agencies. 
This requirement shuts out many small 
but sound businesses which cannot af- 
ford the expense involved in registra- 
tion and thus works against the present 
monetary policy of the Reserve Board 
of extending credit to business. 

Mr. Eccles’s first concern was with 
business and general economic condi- 
tions while that of the FDIC, the Comp- 
troller’s office and the Treasury was 
with the convenience of an uniform ex- 
amination system and the safety of the 
funds of the depositor. Before the final 
agreement was reached there was con- 
siderable criticism of Mr. Eccles’s ideas 
from various sources. Arkansas bank- 
ers through State Banking Commis- 
sioner Jernigan denied that existing 
banking regulations were the cause of 
the failure of many small businesses 
to obtain bank, credit, and Senator 
Carter Glass was quoted in the press 
as saying that the Eccles’s program 
“would permit the banks of the coun- 
try to do just about anything they wish 
with the depositors’ money.” The com- 
promise was, however, endorsed by the 
National Association of Supervisors of 
State banks in a telegram sent by 
William R. White, president of the as- 
sociation, to Secretary of the Treasury 
Morgenthau which read: “All essential 
details of the program as outlined to 
me have already been considered and 
approved by State Bank Supervisors at 
district meetings held throughout the 
country.” 


Building and loan 


@ The popularity of Federal savings 
and loan association shares as invest- 
ment outlets for small trusts seems to 


265 





be growing. A number of banks in the 
Philadelphia area have found these 
shares the. answer to the small trust 
fund problem. Small trusts of $5,000 
or less have long proved a doubtful 
source of profit to banks both because 
of the clerical costs of handling them 
and because of the difficulty of finding 
suitable investments in small enough 
amounts. ; 

Some banks have found that by in- 
vesting the entire amount of a small 
trust in the insured certificates of a Fed- 
eral association they have virtually 
eliminated all bookkeeping and han- 
dling expenses and turned a_ loss 
account into a source of real profit. 

The Quaker City Federal Savings and 
Loan Association of Philadelphia has 
been a leader in educating the banks in 
the use of these insured certificates. 
According to Newell J. Nessen, presi- 
dent of the Association, within the last 
four months a total of 197 trust ac- 
counts totaling $295,200 have been 
received. The average account from 


banks was for $2,472.50. 


q “We pay 4 per cent.” is the basis of 
the advertising appeal being made by 
California Federal savings and loan 
associations which are offering stiff 
competition to the banks for the savings 
of the public. Vigorous advertising in 
newspapers throughout the state stresses 
the 4 per cent. dividend rate as com- 
pared to the lower rate paid by the 
banks. One of the typical ads reads: 
“JULY Ist TO llth IS MONEY 
MOVING TIME—Now is the time to 
decide what to do with your savings. 
Make your dollars earn the highest re- 
turn consistent with safety. Check and 
compare the following features of 
strength offered by this institution. 


“FEDERAL SUPERVISION — This 
association is chartered and supervised 
by the United States Government and is 
a member of the Federal Home Loan 
Bank System. 

“INSURANCE AGAINST LOSS— 
Whether you save $1 or $5,000, you are 
absolutely insured against loss by the 
Federal Savings & Loan Insurance 
Corp., Washington, D. C. 

“EXPERIENCED MANAGEMENT— 


The officers and directors of this institu- 


tion are well-known business men who 
know local conditions and understand 
the mortgage business thoroughly. 

“LEGAL INVESTMENT — Our 
shares are legal investments in Cali- 
fornia for banks, insurance companies, 
cemetery associations, guardians and 
trustees. 

“THE INCOME RETURN FROM 
YOUR SAVINGS IS EXEMPT FROM 
NORMAL FEDERAL INCOME TAX. 

“Arrange Now to Obtain Greater In- 
come by Moving Your Funds to the 
Standard Federal Savings & Loan Asso- 
ciation.” 


Buildings 


q Planned for the Hillcrest State Bank 
of Dallas, Texas, is a new modernistic 
building, the first of its kind in the 
Southwest. It will feature various kinds 
of glass both in the exterior and in- 
terior. Black and silver gray glass will 
be used on the outside of the new build- 
ing. Aluminum and bronze trim is 
planned and a complete air conditioning 
system. The building is scheduled to 
be completed in October. 


q At Detroit, Mich., the Detroit Bank 
is spending an estimated $275,000 in 
remodeling its 14-story building. 


@ At St. Louis, Mo., the Tower Grove 
Bank & Trust Company will spend 
$14,500 to remodel its building. 


The new $50,000 banking house of 
the Phillips National Bank, Helena, 
Ark.,; has ‘recently been opened to the 
public. 


Business conditions 


| Moderate optimism concerning busi- 
ness prospects seems to be the keynote 
of opinions voiced in August. by New 
York City bank heads. Consumer 
goods industries have improved their 
position and are leading the way in the 
present recovery, according to the 
monthly letter of the National City 
Bank: 

“For approximately a year, business has 
been engaged in an effort to reduce inven- 
tories built up in 1936 and the early part 
of 1937, and production in practically all 
lines was cut below consumption,” states the 


266 THE BANKERS MAGAZINE for September, 1938 





letter. “Sooner or later such movements 
bring their own cure at the point where 
surplus stocks are exhausted, and buying 
and production have to be increased to take 
care of current needs. 

“This is the way that depressions have 
ended in the past, and is probably as good 
an explanation as any of the developments 
of the past two months. While visible 
stocks of primary commodities have re- 
mained large, information has been to the 
effect that stocks of manufactured goods 
were being steadily reduced, especially in 
wholesale and retail channels, and recent 
events have tended to confirm these im- 
pressions. Business men were prepared to 
see trade and production go to still lower 
levels during the summer, and with indica- 
tions that summer business might be better 
than expected, became nervous as to nearby 
requirements and rushed to cover. Once 
business men become convinced that a bot- 
tom has been reached the psychology 
quickly changes and everyone wants to buy 
at once. 

“In the recovery from previous depres- 
sions, the consumer goods ‘industries have 
usually shown the way, and happenings of 
recent weeks suggest that this experience is 
being repeated. This was true in 1933 and 
there is logical basis for it in the fact that 
this class of goods is by and large of rela- 
tively short life and needs to be replaced 
at frequent intervals. Sentiment through- 
out these industries has undergone a marked 
change for he better since the early part 
of June, and the volume of business done 
has been the most satisfactory since the 
onset of the depression.” 


James H. Perkins, chairman of the 
board of the National City Bank, took 
the occasion of sending out the recent 
semi-annual dividend recently as an 
opportunity to make a statement about 


He said: 


“As for business prospects over the bal- 
ance of the year, it is important to recog- 
nize that we face a period in which Gov- 
ernment credit will be a larger factor in 
the situation. While Government borrow- 
ing and spending affords no permanent 
solution of economic difficulties, it may give 
a degree of support while it lasts. How- 
ever, I desire to add that unless the sup- 
port thus afforded is utilized to promote 
sound policies in business and in Govern- 
ment, the situation after the spending will 
be left weaker than before. 

“The capital market has, I am happy to 
report, shown signs of improvement. In- 
fluenced by the cheap money program of 
the Government, prices of outstanding 
high-grade bonds have been moving up 
and this is leading to some revival of new 
Security issues. An encouraging feature 
of this development has been the increased 
Proportion of new money financing as op- 
posed to financing solely for conversion 


general conditions. 
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purposes. A broader market for enter- 
prise capital—that is, capital prepared to 
assume some risk in promoting new under- 
takings—is essential for any sustained for- 
ward movement. To bring this condition 
about requires something more than cheap 
money—in particular, a prospect of operat- 
ing at a profit. This is especially true as 
it is clearly undesirable for the industries 
of the country to obtain an undue propor- 
tion of the capital required for their de- 
velopment by increasing their debt. Cor- 
porations must be successful enough to in- 
duce people to become partners in busi- 
ness undertakings through ownership of 
stock if the financial structure of our in- 
dustry is to continue sound. 

“Within the past month the recovery in 
the security markets and renewed activity 
in textiles and other consumer lines have 
spread hope and encouragement throughout 
all business. In addition to the factors 
that I have enumerated, consumption of 
goods generally for some time has been in 
excess of production and we know that 
sooner or later this condition must lead to 
a revival of buying. The reduction of sur- 
plus inventories has been going steadily 
forward, and in the retail field has quite 
definitely reached a point where stocks are 
no longer burdensome.” 


q Never has a genuine recovery been 
built on the foundation of actual or 
prospective currency depreciation or the 
artificial stimulus of governmental bor- 
rowing and spending, states the Guar- 
anty Trust Company of New York in 
discussing business depressions and re- 
coveries in the current issue of The 
Guaranty Survey, its monthly review of 
business and financial conditions in the 
United States and abroad. 


“On the contrary, the primary effort 
of the Government was formerly to 
bolster confidence in its own credit and 
in the soundness of the currency. In 
repeated instances the success of this 
effort marked the beginning of recov- 
ery, The Survey continues. 

“The decline in business activity that 
began last summer and, more recently, 
the question whether the moderate re- 
vival of the last few months marks the 
beginning of a substantial advance, have 
lent renewed interest to the study of 
depressions, with particular reference 
to their causes and to the conditions 
that have led to recovery. Comparisons 
and contrasts with past experience are 
exceptionally interesting in the present 
instance because of the rather unusual 
character of the current movement. 
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Many of the conditions that ordinarily 
precede major trade recessions—such as 
a sustained high level of business ac- 
tivity, swift industrial expansion, wide- 
spread speculation, and credit strain— 
were absent at the beginning of the 
recent slump. As a result, the serious- 
ness of the recession seems to have been 
generally underestimated during its 
early stages. 

“A long-range view of business 
fluctuations in the United States sug- 
gests several conclusions regarding the 
causes and the general nature of de- 
pressions. In the first place, it is evi- 
dent that major recessions in business 
have occurred at rather frequent inter- 
vals throughout our history and that in 
numerous cases the ensuing depressions 
have lasted for several years, so that 
business has been in a more or less de- 
pressed state about half the time. The 
factors underlying business fluctuations 
are as bewilderingly varied as their 
manifestations and those who strive to 
reduce these fluctuations to a set of 
rules and formulas must be satisfied 
with very limited success. 


“A broad view of past depressions 


emphasizes almost equally their simi- 
larities and their differences. Certainly 
they were far from uniform in severity, 
duration, and some outstanding charac- 


teristics. Nevertheless, underlying 
these differences a general pattern is 
discernible. Recession was almost al- 
ways preceded by great business activ- 
ity, large profits, excessive optimism, 
speculation, and a heavy accumulation 
of debt. Often the collapse was appar- 
ently precipitated by some spectacular 
event such as a large failure; but in 
retrospect it appears as an inevitable 
consequence of the preceding excesses. 
An exception must be made for the out- 
break of war, which overshadows all 
other influences and breaks up what- 
ever regularity of movement might 
otherwise exist. 


“The depressions themselves were 
essentially perods of liquidation of top- 
heavy debt structures and in many cases 
involved also price deflation and in- 
ventory reduction. The hardships suf- 
fered in these periods almost invariably 
were attributed by many people to a 
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lack of money and led to agitation for 
currency depreciation. 

“The completion of the readjustments 
was followed, after varying intervals, 
by recovery in which one factor or 
another seemed to play the leading 
role, depending on the conditions of 
the time. In some cases it was the de- 
velopment of new areas; in others, 
canal or railroad construction; in still 
others, the growth of new industries or 
the exceptionally rapid expansion of 
old ones. But these factors, like the 
apparent causes of the collapse, could 
hardly have exerted the influence that 
they did if the general situation had not 
geen favorable to recovery. 

“Certainly a great deal of reassur- 
ance is to be found in the fact that busi- 
ness has passed through so many vicis- 
situdes without permanent impairment 
and that the darkest outlook has in- 
variably been followed by expansion. 
But revival has repeatedly been halted 
and ultimate recovery retarded, some- 
times for long periods, by influences 
that in certain cases might have been 
avoided. And never has a genuine re- 
covery been built on the foundation of 
actual or prospective currency depre- 
ciation or the artificial stimulus of gov- 
ernmental borrowing and spending. On 
the contrary, the primary effect of the 
Government was formerly to bolster 
confidence in its own credit and in the 
soundness of the currency. In repeated 
instances the success of this effort 
marked the beginning of recovery.” 


Crime 


q The laxity of bank examinations is 
blamed by New Jersey newspapers for 
embezzlement losses of local banks. The 
theft of over $200,000 from a Paterson 
bank by a teller, Angelo B. Oliva lead 
local Jersey papers to criticize as lax 
a system of bank examinations which 
would permit a theft of such propor- 
tions to go undetected until the thief 
himself confessed. Said the Jersey 
Journal of August 5: 

Embezzlement of almost one-quarter of 
the deposits of a branch of a Paterson 
bank, without the slightest inkling of what 
was going on being known to the bank, 


points to a ‘scandalous condition in the 
banks which has not been touched by all 
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the banking reforms since 1932... 
Whether the bank is fully protected by 
the teller’s bond is of small concern to 
the depositors, who would be protected by 
the Federal Deposit Insurance Corp., if 
necessary; but if the bond is insufficient, 
possibly the stockholders or directors may 
have to make up the deficiency. This is 
a relatively unimportant point outside 
Paterson. 

The alarming situation, of nation-wide 
interest, revealed by the Paterson em- 
bezzlement, is that any bank might have 
been and may still be robbed right and 
left without the present methods of 
examination revealing any shortages. 
Thoroughness and strictness of national 
bank examinations, of which many _ bank- 
ers have complained as being interfering 
nuisances in the conduct of the business 
of the bank, is just a lot of bushwah. 


And said another local paper: 


It is perhaps natural that the sensa- 
tional features of this case should get the 
headlines, but isn’t it about time to rise 
and ask: Where were the auditors? There 
is something almighty weak in a system 
which permits peculations totalling a 
quarter of a million dollars over a period 
of years. For obvious reasons the inventive 
genius of Oliva has not been revealed in 
full, but clever as he was he should not 
have been able to hoodwink trained ex- 
aminers for so long a period. In the end 
it was his own confession, not a discovery 
by investigators, which put him behind the 
bars. 


{A point on which banks can codper- 
ate with the authorities in hold-up cases 
is brought out in a recent bulletin of 
the Idaho Bankers Association. Almost 
invariably during a successful bank 
hold-up the bank not only loses the 
money and other valuables, but its guns 
as well. And in most cases thereafter, 
when it is too late, it is found that the 
bank has not any record of the index 
or serial numbers on these guns by 
which they could be identified if found 
later in the possession of the criminals. 
The recommendation comes from pro- 
tective committees and law officers that 
each bank should make and preserve a 
complete record of all guns belonging 
to it, such record to be available in case 
of need later on. 


Payroll hold-up insurance for the 
customer is a new service being organ- 
ized by the Webster and Atlas National 
Bank of Boston, Mass. The bank has 
made special arrangements so that ap- 
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proved depositors, if a sufficient number 
are interested, may secure through a 
well-known insurance firm at a special 
low rate insurance against loss, through 
hold-up anywhere, of any cash with- 
drawn from the bank up to $1,000 in 
each case. The policy covers the 
money from the time of withdrawal 
until the cash has been safely deposited 
in the home or office of the depositor, 
which must be before midnight of the 
same day. 

The bank goes on to point out that 
while such insurance is now obtainable 
the rates are very much higher than 
those that have been obtained for cus- 
tomers of the bank. 


Deaths 


q James L. Conway, real estate trust 
officer of the Guaranty Trust Company 
of New York died on August 3 at 
Westhampton Beach, Long Island, of a 
heart attack. He was 44 years old. 
Mr. Conway, who had been associated 
with the Guaranty Trust Company since 
1920, was on his vacation with his 
family at the time. 


q Dr. Edward H. Ellis, president of the 
First National Bank of Malboro, Mass., 
died on August 2 at the age of 82. 
Dr. Ellis had headed the bank since his 
retirement as a physician 10 years ago. 
He was a graduate of Dean Academy 
and of Boston University Medical 
School. 


q Charles W. Weston, senior vice-presi- 
dent of the Manufacturers Trust Com- 
pany of New York died on August 4 
at Montclair, New Jersey, at the age 
of 62. He had served with the Metro- 
politan Trust Company of New York, 
and was later a vice-president of the 


Chatham-Phenix National Bank and 
Trust Company, which was absorbed 
by the Manufacturers. 


Education 


gq Announcement of the 1938-1939 pro- 
gram of courses of the New York 
chapter of the American Institute of 
Banking has been made. Given in 
coéperation with Columbia University, 
these courses begin in September and 
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run through to May. In addition to 
the formal program of educational 
classes the New York chapter offers its 
members the use of a well organized 
library of over 5,000 volumes, the 
opportunity of visiting leading indus- 
trial plants, and the cultural training 
to be had through participating in the 
activities of the Debate Section and 
the Public Affairs Committee. 

Complete courses are offered in com- 
mercial banking, savings banking, trust 
banking, foreign department banking, 
and investment banking, and provision 
has also been made for graduate study. 

In urging upon bank employees the 
value of study, president of the chapter, 
John A. Elbe of the Lincoln Savings 
Bank, New York City says: 

“It is through education and re- 
search that we learn to understand 
other people and the mechanics of 
business. The degree to which the 
powers of man develop depends largely 
upon his willingness and ability to seek 
further truth and enlightenment.” 


q A revision of their well-known book, 
“Real Estate Principles and Practices,” 
has just been made by Philip A. Ben- 
son, president of the Dime Savings 
Bank of Brooklyn, New York, and Nel- 
son A. North, an attorney and assist- 
ant professor of real estate at New York 
University. 

The revision has brought the book 
up to date by introducing material not 
touched in the old edition. Of particu- 
lar importance is the material cover- 
ing the servicing of existing mortgages. 

The book bears the endorsement of 
the National Association of Real Es- 
tate Boards and has just been published 
by Prentice-Hall, Inc. 


q Following the growing trend toward 
graduate study for bankers, the Illinois 
Bankers Association recently took the 
initial step toward establishing a sem- 
inar for bankers in Illinois similar to 
the North Carolina seminar and the 
courses given at Rutgers University by 
the American Institute of Banking. 
The idea was presented to the Asso- 
ciation by its president, Fred A. Gerd- 
ing, president of the First National 
Bank, Ottawa, and Martin A. Graet- 


tinger, executive vice-president. Ar- 
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rangements will be made with the Uni- 
versity of Chicago or Northwestern 
University for conducting the courses, 
Said Mr. Graettinger: 

“Attendance at such a seminar will 
be an ideal way for our members to 
make better bankers of themselves, and 
it will result in making the public 
better disposed toward banking. The 
people should be educated to the fact 
that bankers are not ‘economic royal- 
ists’. but decent citizens who supply a 
legitimate service to the community.” 


Equipment 


q Photorecord, a new photographic 
recording device capable of storing the 
contents of thirty-two filing cabinet 
drawers in one drawer in film form, is 
now being offered by the Folmer Gra- 
flex Corporation of Rochester, N. Y. 
The value of photographic records has 
been well proved to banks and the new 
instrument of the Folmer Graflex com- 
pany offers all the services banks have 
come to expect from such a machine 
and in addition has several features of 
its own. With Photorecord it is pos- 
sible to take employee identification 
pictures at extremely low cost, and so 
simple is its operation that speeds of 
from 500 to 1,000 exposures per hour 
may be made. 


The actual operation of the unit is 
effected by a convenient foot pedal 
which enables the hands to be left 
free to handle the subject being photo- 
graphed. Each time the pedal is 
pressed down, the film is positioned, the 
lights are turned on from half to full 
photoflood intensity and the shutter is 
actuated. 

The complete portability of the 
equipment makes it ideal for use in 
various locations. The outfit when 
packed in its carrying case weighs only 
42 pounds, and may be carried as 
easily as a suitcase. Thus the operator 
can take the camera wherever he goes 
and obtain exact photographic copies 
of the material he desires. 


q The National Bank of Tulsa, Tulsa, 
Oklahoma, has installed an automatic, 
multi-color lighting system which bril- 
liantly illuminates the tower of the 
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building from the twenty-first floor up. 
A constantly changing color scheme of 
green, white and amber is employed. 
The lights, which are operated on 
100,000 watts, are visible for thirty or 
forty miles. 


Government competition 


qThe Government, through United 
States savings or “baby” bonds is be- 
ginning to compete with the banks for 
the group savings of employees of large 
corporations. At least two such cor- 
porations, the American Telephone and 
Telegraph Company and Armour & 
Company, have already initiated sav- 
ings plans among their employees in- 
volving deductions from pay envelopes 
for the purchase from the Treasury of 
the United States of these savings bonds. 

Apparently the movement is grow- 
ing. Treasury officials have announced 
that while they are not campaigning for 
this type of business inquiries had been 
received from several other corpora- 
tions interested in setting up similar 
savings plans. Although the Treasury 
welcomes these inquiries and furnishes 
all information requested, officials deny 
that the plan was in any way instigated 
by the Treasury itself. 


Investments 


qThe changing character of commer- 
cial banking makes it advisable for 
commercial banks to give more con- 
sideration to real estate mortgages than 
has heretofore been the case, according 
to Paul M. Stoner of the Federal Hous- 
ing Administration in his recent ad- 
dress before the Virginia Bankers Asso- 
ciation. Pointing out that the mutual 
savings banks, although they operate 
in only 18 of the 48 states, hold over 
five billion dollars of real estate mort- 
gages compared to only three billions 
held by national and state banks and 
trust companies, Mr. Stoner stated that 
the differences in the function of the 
savings banks and commercial banks 
which might formerly have explained 
this disparity no longer exist. Said 
Mr. Stoner: 

“In the first place, commercial banks 
have taken on many of the functions of 
Savings banks. This fact is evidenced 


by the large volume of time and sav- 
ings deposits being reported by com- 
mercial banks. In the second place, 
commercial banks have been driven by 
changing conditions in the commercial 
loan market and by correlative changes. 
in the investment market to substitute 
long-term bonds and mortgages in place 
of local loans and discounts. These 
fundamental shifts in commercial bank- 
ing practices have no doubt been. re- 
flected in your own operations; it seems 
that few banks in this country have 
been immune to them.” 

Discussing the improving marketabil- 
ity of mortgages and especially of in- 
sured mortgages, he said: 

“Even though insured mortgages are 
not as marketable as most listed bonds, 
their marketability is rapidly improv- 
ing. The secondary market for insured 
mortgages is becoming nation-wide. 
Mortgages on distinctly local proper- 
ties are being freely bought and sold 
by banks, insurance companies, and 
other lending institutions.” 


Loans 


@ Marshall R. Diggs, Acting Comp- 
troller of the Currency, added his voice 
last month to the many in Government 
circles who are taking a crack at banks 
for not making more loans. Said he, 
in addressing the banks of the District 
of Columbia: 

“You should not forget that primarily 
your bank is a depository and a lend- 
ing agency. There are bankers who 
have forgotten one of their primary 
functions, which is that of lending. They 
are keeping their funds too largely in 
cash or invested in securities, and as a 
consequence heavy borrowers are being 
forced to the various Government 
agencies and the small borrowers hunt 
out the loan shark. Such shortsighted 
action on the part of the bankers may 
produce further agency competition 
which would be an even graver prob- 
lem.” 


Mergers 


q Plans are being formulated for the 
merger of four of the smaller banking 
institutions of Hudson County, New 


Jersey. The banks concerned are the 
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Commonwealth Trust Company and the 
First National Bank of Union City, the 
Seaboard Trust Company of Hoboken 
and the Hamilton National Bank of 
Weehawken with total resources of 
$16,058,514.12. 

Interlocking of directorates and con- 
trolling stock is given as the reason for 
the proposed merger. Tentative plans 
have been agreed upon and details are 
now being worked out prior to sub- 
mitting the whole plan to directors and 
stockholders of the four institutions. 
All four are members of the Federal 
Deposit Insurance Corporation and it 
is understood that approval of the 
merger has been given by the Corpora- 
tion. 


Pay-as-you-go banking 


qThe Brattleboro Trust Company, 
Brattleboro, Vermont, has started op- 
eration of the CheckMaster Plan for 
no-minimum balance checking accounts. 
This service will also be available at 
the bank’s Londonderry, Vermont, 
branch. The service will be under the 
direction of C. A. Boyden, president. 


@ CheckMaster facilities for no-mini- 
mum-balance checking account deposi- 
tors have recently been installed in the 
Puritan Bank and Trust Company of 
Meridan, Conn., an institution with re- 
sources of $1,600,000. Other recent 
CheckMaster installations have been in 
Waterbury, Torrington, Guilford, and 
East Hartford, Conn. 


GA no-minimum-balance checking 
account department whose only charge 
to the customer is 10 cents for each 
check as it is cashed at the bank has 
been announced by Wiley R. Reynolds, 
president of the First National Bank in 
Palm Beach, Palm Beach, Florida. 
Under this system no charge is made for 
deposits, out of town checks deposited, 
check books, or refills. 

For the convenience of new deposi- 
tors wishing to avail themselves of this 
service a desk has been placed in the 
lobby of the bank where the officer in 
charge of the department answers ques- 
tions and opens new accounts. 

It is expected ‘by officers of the bank 
that the new service will prove a val- 


uable convenience to many in its terri- 
tory who have been unable heretofore 
to afford checking service. 


Personal 


q Orval W. Adams, executive vice- 
president of the Utah State National 
Bank at Salt Lake City and president 
of the American Bankers Association 
was recently tendered a dinner by 
friends at the Salt Lake Country Club. 
Attending the dinner and golf match 
were many friends and associates of 
Mr. Adams from all parts of the West. 


q Loring L. Gelbach is resigning his 
position as manager of the Cleveland 
office of the Reconstruction Finance 
Corporation to become vice-president of 
the Central National Bank of that city. 
Mr. Gelbach has been in charge of 
the Cleveland office of the R. F. C. 
since the spring of 1936, and was previ- 
ously with the same organization in 
Washington. As a representative of the 
R. F. C. he helped establish the Virgin 
Islands National Bank and also worked 
on banking matters in Puerto Rico. 


q The Chemical Bank and Trust Com- 
pany of New York City has appointed 
John Frank Wood assistant trust offi- 
cer in the personal trust department. 


G John B. Morton was recently elected 
a trustee of the Title Guarantee & Trust 
Company of New York City. Mr. Mor- 
ton is well known in the construction 
engineering field and is vice-president 
of the internationally known firm of 
Carey, Baxter & Kennedy, Inc. He was 
educated at Kenyon College and 
Princeton. 


q California Bank, Los Angeles, Cali- 
fornia, has appointed W. Wayne Glover 
manager of the investment department 
to succeed E. C. Sterling. Mr. Sterling 
will continue to serve on the bank’s in- 
vestment committee. 

George Schindhelm, manager of the 
bond department, was elected treasurer. 


q National Safety Bank and Trust 
Company of New York City elected 
Louis Rothstein, formerly of Bach- 
mann, Emmerich Factors Corp., a 
member of the credit department. 
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Personnel 


GA 30 per cent. increase in benefits 
under its employee insurance plan was 
heralded by the Guaranty Trust Com- 
pany of New York in the house organ, 
Guaranty News. The increase in bene- 
fits took effect August 12 and was for- 
mally announced in a letter by W. 
Palen Conway, president of the bank. 
The letter reads in part: 


“In view of the excellent experience 
with our group insurance plan, it was 
possible to permit our employees to en- 
joy, without any increase in rate, 20 
per cent. additional benefits since June 
1, 1928. 

“For the past few years our experi- 
ence has been so encouraging that 
effective August 1, 1938, it is possible 
to increase the additional group insur- 
ance benefits from 20 per cent. to 30 
per cent., without any increase in the 
rate of employees’ contribution. 

“Therefore, where death or perma- 
nent total disability occurs during the 
insurance year ending June 1, 1939, 
provided the insurance on the life be- 
came effective not later than June 1, 
1937, additional benefits equal to 30 
per cent. of the amount of insurance in 
effect on June 1, 1937, will be paid.” 

During the 12 years the plan has 
been in operation payments have aggre- 


gated $1,430,205.23. 


(A retirement plan in which both the 
bank and its employees codperate has 
been put into effect at the United States 
National Bank at Portland, Ore., accord- 
ing to a statement issued by President 
Paul S. Dick. Employees who have 
been with the bank a year or more will 
be eligible for compensation. The re- 
tirement age for women is 60 and for 
men 65. 

Under the arrangements made with 
the Prudential Insurance Company of 
America, Newark, New Jersey, both 
the bank and the employees will con- 
tribute towards the cost of the program. 


qA combination trust and group an- 
huity plan has been organized at the 
Merchants National Bank of Indiana- 
polis, Ind., according to J. P. Frenzel, 
Jr., president. The plan is designed 
to provide benefits to employees, since 


The 
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of Boston 


By 
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ERE for the first time in book 

form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Federal Reserve Bank of Boston" 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book, 
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as national bank employees they do not 
come under the Social Security Act. The 
employees share in the cost of the 
annuity plan, but the bank bears the 
entire burden of the trust portion. The 
employees contribute 2.67 per cent. of 
their salaries, the bank making up the 
remainder so that at retirement age 
monthly benefits will equal 114 per 
cent. of the monthly salary multiplied 
by the number of years of service with 


the bank. 


Public relations 


q| The advertising program was a great 
success, but it will be discontinued this 
year. This apparent paradox sums up 
the conclusions reached by the group 
of banks who two years ago codperated 
in sponsoring coast to coast broadcasts 
by the Philadelphia Symphony Or- 
chestra. After carefully checking lis- 
tener reaction the sponsoring banks 
have decided that the program was well 
worthwhile, but that it must neverthe- 
less be dropped this year because of 
the necessity for cutting expenses. Be- 
sides the musical program, talks were 
given by W. M. Kiplinger and Dr. Neil 


Carothers. 


Salaries 


q High, low and average salaries of 
bank officers and employes is the sub- 
ject of a survey made by the West Vir- 
ginia Bankers Association and reported 
on in tabulated form in a_ recent 
issue of the association’s bulletin. In 
arranging the material the banks have 
been divided into three groups, the 
larger banks with 13 or more employes, 
the intermediate group with from 7 to 
12 employes and the smaller banks 
with 6 or less employes. The figures 
show that presidents of the banks in 
the large classification receive an aver- 
age salary of $5625, those in the mid- 
dle group $1801 and those in the last 
group $1015. Cashiers in banks in 
the three groups receive $4348, $3063 
and $2420 respectively, while first tell- 
ers get $2170, $1761 and $1393 and 
second tellers $1825, $1682 and $1310. 
Other employes for whom figures are 
given are bookkeepers, stenographers, 
runners and janitors. 
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Besides revealing average salaries 
now being paid the statistics compiled 
in the report also compare current 
salaries with those paid in past years, 
Is it. particularly interesting to. note 
that salary cuts since 1928 have been 
slight as compared to those put in 


force by other classes of employers and 


that in a few instances there have been 
actual increases. 


Savings 


q A new form of savings club called a 
“Teachers’. Club” has been organized 
by the City Savings Bank of Pittsfield, 
Mass. The club runs for 40 weeks ter- 
minating at about the beginning of the 
summer vacation. 


q Buying a savings bank balance on the 
installment plan just as you would buy 
a refrigerator or an automobile is a 
new business getting scheme being suc- 


‘cessfully put over by San Francisco 


banks and by the Wells Fargo Bank 
and Union Trust Company in_par- 
ticular. With Christmas Club expe- 
rience for a background. the Wells 
Fargo Bank several years ago started 
a campaign urging customers to “buy 
a thousand dollars” by making regular 
weekly or monthly deposits. So far it 
is estimated that about 20,000 people 
have bought a thousand dollars in this 
way. 

Now this bank and others in the San 
Francisco district are using. a similar 
advertising appeal to get their deposi- 
tors to save funds for the coming Inter- 
national Exposition to be held in 1939 
on Treasure Island-in San Francisco 
Bay. In other words, Exposition spend- 
ing money is being sold depositors on 
the installment plan. 

The principle behind this method of 
gaining deposits is seemingly much like 
that behind insurance selling. Saving 
is generally and vaguely recognized 
by the public as a good thing, but the 
public’s initiative to map out and com- 
plete a real savings campaign requires 
a little boost. The installment buying 
of money, linked up as it is with the 
every day business life of the depositor, 
supplies a very attractive ready-made 
plan. Like the co-operative bank and 
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building and loan plans it enables the 
saver to start whenever he wishes and 
to provide for a future balance of any 


desired amount in multiples of the unit 
offered. 


q Deposits in the mutual savings banks 
of New York State for the quarter end- 
ing June 30, 1938, remained almost 
stationary compared with the previous 
quarter, according to figures released 
by the Savings Banks Association of 
the State of New York. The amount 
due depositors at the end of the quarter 
was $5,336,319,509, but the gain of 
$6,875,99° was made up almost entirely 
of figures from one group in the State 
covering Christmas Club and School 
Savings deposits hitherto unreported. 
The gain for the six months’ period 
ending June 30, 1938, was $46,729,696, 
while for the year ending the same date 
the gain was $61,261,904. Dividends 
of $100,000,000 were declared during 
the year ending June 30, 1938. 

The report also shows a decline of 
38,309 in the number of open accounts 
during the quarter ended June 30, 1938. 
The number of accounts open on the 
latter date was 5,915,574. For the six 
months’ period ending the same date 
the decline in number of accounts was 
44,344 and for the year ending at that 
same date, 163,303. These latter two 
figures, however, are modified by the 
fact that in December, 120,894 accounts 
which had been inactive for twenty-two 
years were turned over to the Comp- 
troller of the State in accordance with 
the law, and in March, 21,720 indi- 
vidual school savings accounts were 
eliminated by conformance of certain 
banks with the Association’s method 
of reporting. The net decline in ac- 
counts for the year, therefore, was 
20,689. 

“The decline in the number of ac- 
counts in savings banks, amounting to 
only one-half of one per cent., which 
was greatly accelerated during the last 
quarter, was not entirely unexpected,” 
stated Andrew Mills, Jr., president of 
the Savings Banks Association and 
president of the Dry Dock Savings In- 
stitution. 

“With continuing reduction in em- 
ployment and in total wages paid, we 
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feel that savings accounts have again 
demonstrated their usefulness in times 
of stress. It is perhaps a little surpris- 
ing that so many people have-been able 
to leave in our savings banks not only 
the original amounts of their savings 
but nearly 40 per cent. of the dividends 
which have been earned on those sav- 
ings during the past year. We hope 
that the many encouraging signs of busi- 
ness improvement will materialize dur- 
ing the next six months and will permit 
these and other thrifty citizens to re- 
sume their prudent course of laying 
away something out of current earn- 
ings for future needs. 

“A recent compilation made by the 
Savings Banks Association,” continued 
Mr. Mills, “reveals that since savings 
banks were founded in the State of New 
York 119 years ago, the total amount 
of dividends which have been credited 
or paid out to depositors aggregates 
$4,313,292,739, or an amount approxi- 
mately equal to the entire sum recently 
voted by Congress to encourage a re- 
vival of business for 130 million 
people.” 


{ Questionable investment companies 
have drained New York State of $100,- 
000,000 by implying in their advertise- 
ments to the public that they were op- 
erating savings bank plans giving a 5 
per cent. return, according to Attorney- 
General John J. Bennett, Jr. By giving 
the customer a pass book in which his 
installment payments were entered, 
these concerns have passed themselves 
off as savings banks while in reality 
they sold the public certificates in long- 
term investments subject to a wide 
range of market fluctuation. 

An inquiry initiated by complaints 
received by the state banking depart- 
ment is being directed against three 
companies in New York City who have 
allegedly acted as representatives of 
companies in other states which are 
promoting the plan. 


Service charges 


@ The collection of service charges is 
more than an extra source of income, 
it is a bank’s duty to its stockholders, 
according to C. F. Knox, cashier of 
the Union National Bank, Springfield, 
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Mo., in an address before the Arkansas 
Bankers Seminar at the University of 
Arkansas. He said: 

“Some banks have attempted to ob- 
tain their compensation for service 
rendered by going off the par list and 
charging exchange on their own items. 
This amounts to discounting your cus- 
tomer’s checks which are presented 
through the mail and to me appears to 
be the improper approach to the prob- 
lem. If I pay the hotel here in Fayette- 
ville a bill of $5.00 with a check on my 
bank in Springfield, the hotel is entitled 
to $5.00 and not $4.90. If, however, I 
write 25 checks on my account during 
the month of August, including the one 
I gave the hotel here, and have an 
average balance of $30.00, the bank in 
Springfield is entitled to a_ service 
charge and should make it against my 
account. It is my thought that making 
a service charge is assessing the person 
who uses the service and benefits by 
it; deducting an exchange charge is 
penalizing the innocent holder of the 
check and tends to restrict the ready 
acceptance of checks as a medium of 
payment. 

“A bank performs service to attract 


deposits in order to have money to lend 


and receive interest therefrom. During 
the past few years there have been 
organized thousands of finance com- 
panies, employees’ credit unions, as 
well as governmental agencies like the 
Reconstruction Finance Corp., the 
Home Owners Loan Corp., the Federal 
Farm Mortgage Corp., the Federal Na- 
tional Mortgage Association, the Com- 
modity Credit Corp., the Federal Inter- 
mediate Credit banks, and many other 
agencies to take over some of the lend- 
ing functions of banks. However, no 
other agency or corporation is _per- 
mitted to accept demand deposits and 
no service corporation or other agency 
has been established to collect checks, 
make transfers and perform the count- 
less other services which banks have 
always handled, and until recently, 
without compensation.” 


q Effective May 1, the Cincinnati Clear- 
ing House Association adopted a uni- 
form schedule of service charges with a 
minimum charge of $1 on monthly bal- 
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ances with an average of less than $100, 
Some banks have heretofore been col- 
lecting as little as 50 cents on such 
accounts. Other accounts will be an- 
alyzed and the charge based on the ex- 
pense to the bank of carrying them. 


Small loans 


q A new personal loan system resem- 
bling the dividend system of the mutual 
insurance companies is being tried out 
by the Marquette National Bank, Min- 
neapolis, Minn., under the direction of 
President Ralph W. Manuel. The new 
plan, called a “risk premium refund 
plan,” is designed to be fairer and more 
informative to the borrower than exist- 
ing plans. The Marquette National 
Bank makes personal loans at a dis- 
count rate of 3 per cent. plus a fixed 
service charge for investigation and 
clerical expenses. To these costs to the 
borrower is added a 5 per cent. premium 
risk fee. Whatever portion of this 5 
per cent. fee is unabsorbed by losses 
during the year that the borrower’s loan 
is outstanding is returned. According 
to past experience of the bank the re- 
fund may amount to as much as 4% 
per cent. of the full 5 per cent. or in a 
bad year losses may absorb the whole 5 
per cent. 


After two months of experimenting 
with the premium risk system, the re- 
port is that it is clicking with the cus- 
tomers and proving to be a first class 


good-will builder. 


G Commercial banks not making per- 
sonal loans are passing up opportuni- 
ties for service and profit, according to 
Edwin N. Van Horne, executive vice- 
president of the American National 
Bank and Trust Company, Chicago, in 
an address before the recent convention 
of the Wisconsin Bakers Association. 
Using as a basis for his argument figures 
published by the Research Council of 
the American Bankers Association, he 
pointed out that experience has shown 
that these loans are safe and profitable 
and that there is a growing demand 
for them. Per capita savings for the 
nation have dropped from $237 in 1928 
to $191 in 1937 with the result that the 
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average family finds it necessary to bor- 
row to meet emergency needs. 

Summarizing his remarks, Mr. Van 
Horne said, “If we are to meet the 
present-day challenge confronting the 
institutions we serve—both to produce 
satisfactory earnings for our stock- 
holders, and to build acceptance and 
goodwill—we must provide the means 
whereby a vastly greater proportion of 
the public may look to our existing 
banking institutions for their credit re- 
quirements. Our field for analysis and 
cultivation is the 65 per cent. of the 
population in the moderate income 
class, most of whom are steadily em- 
ployed and have a good paying record. 
And I am confident that our solution— 
so well substantiated by the experience 
of banks already in the field—is con- 
sumer credit or personal loans.” 


q “Perhaps Savings banks have ‘missed 
the boat’ by not advertising, “You can’t 
borrow yourself out of debt,’” said 
Parker O. Bullard, assistant treasurer 
of the Home Savings Bank of Boston, 
Mass., in an address before the Ameri- 
can Institute of Banking convention. 
Speaking on “What and How a Bank 


Should Advertise Today,” Mr. Bullard 
took up the moral aspect of personal 
loan advertising. Admitting that it was 
a lucrative business he nevertheless 


asked: “Should banks urge people 
to go into debt?” 

Savings banks at least should not 
favor personal loan advertising, said 
Mr. Bullard, it being in direct opposi- 
tion to their continuous program of 
thrift education. 


Newspaper advertising has been 
found by banks to be the most produc- 
tive form of promotion of their personal 
loan business, according to a survey 
of experience of bank personal loan 
departments completed by the Ameri- 
can Bankers Association and published 
by its Research Council. Fifty per cent. 
of the banks replying to the associa- 
tion’s questionnaire reported that they 
“found newspaper advertising to be 
the most productive of results.” 

_ An increasing number of banks are 
maugurating personal loan departments 
with a desire to extend the use of 
banking facilities to as large a portion 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 
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or evening. Native teachers. Send for 
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Free Demonstration Lesson 
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of the public as possible, the survey 
reports. It points out that the excep- 
tional growth in the number of banks 
beginning these departments within the 
past few years “may he credited to 
increasing recognition on the part of 
bankers that personal loans are a 
proper, profitable, and desirable outlet 
for the employment of surplus loanable 
funds, that institutions of moderate size 
make up the greater part of those which 
have departments and represent a wide- 
geographical availability of bank credit 
to individuals borrowing in small 
amounts.” 

The increasing trend of personal loan 
volume which was indicated by the 
survey is attributed by the bankers to 
the fact that “the general public is 
coming more and more to recognize the 
advantages of borrowing on a personal 
loan basis direct from a bank rather 
than from loan agencies of various 
kinds.” Many banks stated that they 
“found in the regular amortized per- 
sonal loans an answer to the problem 
of frequent renewals encountered by so 


277 





many banks in lending to the small 
business man, and that apparently this 
development was a step in the direction 
of sounder credit standards for this type 
of loan.” 


@ Fundamental changes in the charac- 
ter of commercial banking make advan- 
tageous the operation of a personal loan 
department, John B. Paddi, assistant 
vice-president of the Manufacturers 
Trust Company of New York, states in 
an article appearing in an_ issue 
of the Annals of the American Academy 
of Political and Social Science. Five 
or six years ago banks in this country 
had about 70 per cent. of their de- 
positors’ funds invested in loans and 
discounts, while today only about 40 
per cent. is so invested. At the same 
time deposits have been mounting to 
new heights. After careful considera- 
tion, the Manufacturers Trust Company 
opened its personal loan department 
three years ago. This consideration and 
research lead the bank to believe that 
good will and earnings would result. 
Experience proved this belief. During 
the first two years the bank made at a 
satisfactory yield 30,000 co-maker loans, 
5,000 “no co-maker” loans and 3,700 
collateral loans for an average amount 
of about $300 each. Collections have 
been excellent—so excellent, in fact, 
that the Federal Housing Administrator 
complimented the company on its com- 
paratively small loss ratios. 

The good will factor enters in when 
customers come in to make their pay- 
ments in person, as 90 per cent. do. They 
are impressed favorably by the cour- 
teous and friendly treatment they re- 
ceive, and later, when they are in need 
of some other type of bank service, they 
are likely to return to the same bank. 
The Manufacturers Trust Company has 
gained a great many new commercial, 
counts, safe deposit box rentals, foreign 
remittances, and sale of travelers’ 
checks as the result of its thousands of 
personal loan transactions. 

The good will factor, however, has a 
tendency to backfire which must be 
guarded against. Personal loan adver- 
tising often gives the impression that 
such loans are made on the basis of 
character alone and many applicants 
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consider the refusal of a loan as a 
slight upon their characters. The rate 
is another possible source of resent. 
ment. This generally amounts to more 
than 6 per cent. on average unpaid bal- 
ance. Here careful explanation is 
needed to show the customer that con- 
sidering the many details involved the 
rate is really low. Bank personal loan 
rates, as a matter of fact, are lower than 
competitor rates which give the banks 
first choice as to credit risks. 

The Manufacturers Trust Company 
considers its personal loan department 
a good investment and an endless cam- 
paign for developing good will which 
finances itself. 


q A nation-wide survey of banks on the 
question of personal loan departments 
brings out the following six interesting 
facts as reported in the Bulletin of the 
American Institute of Banking by Rus- 
sell G. Smith, vice-president and cashier 
of the Bank of America N. T. & S. A. 

1. The number of banks offering per- 
sonal loan accommodation has increased 
substantially within the past few years. 

2. The volume of personal loans in 
banks is increasing steadily. 

3. Personal loans have proved sound, 
profitable, and practically trouble-free. 

4. Loss and delinquency experience 
has been uniformly low, and, in most 
cases, almost non-existent. 

5. Personal loans have demonstrated 
themselves to be of real value in build- 
ing good will in the community and in 
developing new business for other de- 
partments of the bank. 


q The extension of merchandise-pur- 
chase loans by banks is being welcomed 
equally by retailers and customers, ac- 
cording to A. P. Giannini, chairman of 


the board of Bank of America. Cus- 
tomers are enabled to buy what they 
want and merchants are able to put 
their businesses on a cash basis. Says 
Mr. Giannini: 

“Something had to be done to offset 
the shrinkage in commercial loan bust- 
ness done by banks. This shrinkage 1s 
largely due to the policy of operating 
on reduced inventories made possible 
by the fast transportation of today. 
What better way to expand the activity 


THE BANKERS MAGAZINE for September, 1938 





of banks than to extend loan facilities 
directly to the consumer, the ‘little 
fellow’ if you want to call him that? 
It helps him raise his standard of liv- 
ing, saves him money, helps the mer- 
chant, helps the bank and stimulates 
business all around. 
“I call that constructive banking.” 


@ Installment loan repayments are re- 
ceived on a more satisfactory basis than 
are repayments on 60 to 90-day com- 
mercial loans, in the opinion of Berkley 
Neustadt, vice-president of the Anglo 
California Bank of San Francisco. 
Speaking before the Pacific Northwest 
Conference on Banking, Mr. Neustadt 
said that while individuals taking out 
installment loans desire to pay their 
personal bills as soon as possible, most 
commercial borrowers have no desire 
to pay back their loans when the bor- 
rowed money is bringing in a good re- 
turn. When it is not bringing a good 
return they are unfortunately often 
unable to pay. 

Mr. Neustadt stressed the fact that 
banks desiring the installment loan type 
of business must go after it actively and 
not wait for the customers to come to 
the counter. 


@ Serious thought must be given to the 
making of character, or single-name 
loans, says Harry B. Walls, assistant 
treasurer of the Industrial Trust Com- 
pany of Wilmington, Delaware, writing 


in the American Industrial Banker. A\l- 
though he believes co-maker loans 
should be revived on a more stable 
basis through education of co-makers, 
Mr. Walls feels that no form of financ- 
ing has more justification than has the 
character loan. However, he lays down 
several rules for this type of loan. 

A definite limit should be set above 
which an individual cannot borrow 
without a co-maker. Secondly, the ap- 
plication form should contain a state- 
ment certifying the truth of the informa- 
tion filled out on it. This statement is 
to be signed by the applicant, and gives 
the hank, should trouble develop, ma- 
terial with a definite legal status. 
Finally, when the known facts are un- 
favorable, don’t take a chance. When 
you do take a chance the odds are 
against you from the start. 
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FOUR HUNDREDTH ANNIVERSARY 
OF THE CITY OF BOGOTA, 
COLOMBIA 


[Translated from Revista del Banco 
de la Republica, July 20, 1938] 


Tue City of Bogota and the entire 
Colombian nation are preparing 
worthily to commemorate a magnificent 
event in the national history. On the 
6th of August, 1538, the licentiate 
Seftor don Gonzalo Jiménez founded 
this city as a crowning of one of the 
most audacious. exploits of the conquest 
of America, which brought settlers 
from the sea to this peak of the Andes, 
crossing more than a thousand kilo- 
meters of unknown deadly and hostile 
tropical forests, and conquering all 
kinds of obstacles. 

From the first Bogota was the seat of 
the colonial administration of the new 
Kingdom of Granada, residence of 
Presidents, courts and viceroys, and 
much later capital of Grand Colombia 
which was founded by Bolivar, and the 
last hundred years the capital of our 
nation, which has taken successively the 
names of New Granada, Confederation 
Granadina, United States of Colombia, 
and after 1886 of Republic of Col- 
ombia. 

The situation of the city, in the beau- 
tiful and fertile plain, which, at 2,600 
meters above the level of the sea, ex- 
tends to the foot of the high lands of 
Monserrate and Guadalupe, made access 
difficult until recent years, maintaining 
Bogota practically isolated from. the 
outside world for some centuries. This 
circumstance undoubtedly contributed 
in great part to conserve for Bogota 
for a long time its colonial character, 
delaying for many years its mate- 
rial development and determining in its 
people characteristic modes of life and 
thought. On the other hand, such a cir- 
cumstance produced the phenomenon, 
peculiar to Colombia among the coun- 
tries of Latin America, by which the 
capital of the Republic grew and de- 
veloped, other urban centers, like Bar- 
ranquilla, Bucaramanga, Cali, Carta- 
gena, Circuta, Manizales, Medellia, 
Pereira and many others, creating a 
spirit of emulation which though in 
certain aspects inconvenient, is a stimu- 
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lating and progressive factor in general. Convention Dates 
Much has been done for the country sieabas 
in the course of a century in the con- 
struction of roads and railways. These October 10-12—Morris Plan Banker 
we do not exaggerate in considering Association. The Greenbrier, Whit 
great, taking into account the difficul- Sulphur Springs, West Va. 
ties overcome, and the modern inven- October 31-November 2—National Fos 
tions which have revolutionized the eign Trade Convention, Hotel Ce i. 
transportations and communications, modore, New York. : : i 
which have profoundly modified that October 31-November 3—Financial 1 
situation, and placed Botogaé in easy vertisers Association. Fort Worth 
and rapid relation with various regions Texas. a 
of the country and with other parts and November 14-16—National Associati 
have inspired the growth and progress of Bank Auditors and Comptrollerg 
of the city, a rate of progress extraordi- Houston, Texas. q 
narily accelerated in the last quarter of November 14-17—American Bankey 
the century which has trebled the popula- Association. Rice Hotel, Houston, 
tion and extended the urban area of the Texas. 4 
capital in all directions in a manner November 14-17—Association of Ba 
really surprising. Women. Houston, Texas. 


Nor has Bogota been only the poli- 
tical capital of Colombia. It has been 4 
the spiritual center of the nation. From September 8—Delaware Bankers Ass 
it has spread culture to all the coun- ciation. Hotel Henlopen, Rehebothy 
try, and from diverse regions have flown September 8-9—Maine Savings Bank 
human elements of labor and culture Association. Rangeley Lakes Hot 
which have collaborated in the task of Rangeley. 
national progress, with the approbation September 14-15—Kentucky Banker 
of the city, which has always had the Association. Lafayette Hotel, Lex 
fine distinction of recognizing as its ington. 4 
own sons those from all of Columbia, September 29-30—Mid-Continent Tru 
and of continually calling on citizens Conference. Stevens Hotel, Chicag@, 
coming from all the national compass Qctober 11-14—Mortgage Ba cer’ 
to occupy directive posts in its coun- Association of America. Chicago 
cils and in the city administration. Illinois. 

The importance of Bogota as a com- October 11-12—Nebraska Bankers 
mercial and financial center appears ciation, Omaha. 1 
by study of any statistical index. To October 21-27—New York Savings 
take a single example, it is sufficient to Banks Association. Nassau Cruist 
note that the movement of the exchange on Motorliner Kungsholm. ; 
of checks corresponds to nearly 50 per October 24-29—Investment Banke 
cent. of the total volume for the Association of America. White Su 
country. phur Springs, West Virginia. 

The works realized in view of the November 9-1]—Pacific Coast Trt 


fourth centenary of the city relate al- Conference. San Francisco, Calif. & 
most entirely to those of health and November 11-12—Arizona Banker 


sanitation, among which is mentioned Association. Westward Ho Hel 
the new and magnificent aqueduct. 
United to the favorable climate, they 1939 4 
will powerfully contribute to intensify : 
even more the development of the city, May 3-4—Indiana Bankers Association 
and promise for the capital of Colom- Claypool Hotel, Indianapolis, Ind. 
bia constant progress, marching har- May 14-19—Virginia Bankers Associt 
moniously with that of the country. tion. Bermuda cruise on S. S. Que 
The Bank of the Republic associates of Bermuda. 

itself with proud satisfaction in the June 5-9—American Institute of Bank 
centennial feast of Bogota. ing. Grand Rapids, Michigan. 7 
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